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The Honorable Alastair Gillespie, P.C., M.P. 
Minister of Energy, Mines and Resources 
House of Commons 

Ottawa, Canada 

K1A 0A7 


Dear Mr. Gillespie: 


On behalf of the Board of Directors, | am pleased to present this first Annual Report of Petro-Canada for 
the fiscal year ended December 31, 1976. 


In accordance with the provisions of the Financial Administration Act, the Report includes the 
Consolidated Balance Sheet and the related statements certified and signed by Petro-Canada’s auditors. 


| wouldJike also to record the appreciation of the Board of Directors for the encouragement and support 
it has received from the Government of Canada. This has contributed significantly to the notable 
progress made in the first year of Petro-Canada’s development. 


Yours sincerely, 


ra 


MAURICE F. STRONG 
Chairman of the Board 


Head Office: Canada Place P.O. Box 2844, Calgary, Alberta 1T2P 2M7 / Telephone (403) 264-7015 / Telex 03825753 
Ottawa Office: 350 Sparks Street, Suite 396, Ottawa, Ontario K1R 758 / Telephone (613) 238-8951 / Telex 0534135 


This was Petro-Canada’s first year. It 
began with a few individuals creating 
a corporate structure, formulating 
corporate policies and recruiting 
appropriate staff. While Petro- 
Canada was created on July 30, 1975 
when an enabling Act passed by 
Parliament received Royal Assent, it 
was only in January 1976 that the 
Corporation's actual operations 
began. It is now an established and 
important element in the Canadian 
energy field. 


Petro-Canada’s mandate, as defined 
in the Act, applies generally to the 
energy field and makes Petro-Canada 
a key element in the evolution and 
implementation of national energy 


policy. 


After setting up Corporate 
headquarters in Calgary, Petro- 
Canada established its presence in 
the oil and gas industry by recruiting 
a strong team of professionals. This 
management team came to Petro- 
Canada from all parts of the oil and 
gas industry. It was faced with the 
enormous challenge of creating in the 
first year a diversified operating 
company with a significant asset 
base. 


initially, Maurice Strong served as 
Chairman and President and one of 
his principal tasks during this period 
was the recruitment of a President for 
the Corporation. In July, Wilbert H. 
Hopper, then Senior Vice-President, 
was named President and Chief 
Executive Officer. 


The Board of Directors is composed 
of men with backgrounds in the oil 
industry, other parts of the private 
sector, and government. This Board 
provides a valuable combination of 
knowledge and expertise. 


The Corporation was immediately 
faced with the responsibilities arising 
from the Government of Canada’s 
transfer to Petro-Canada of its 
interests in Panarctic Oils Ltd., 
Syncrude Canada Ltd. and the Polar 
Gas Project. This meant Petro-Canada 
became involved in northern 
exploration, oil sands development 
and the examination of possible 
northern gas transmission systems. 


In this same period, Petro-Canada 
purchased Atlantic Richfield Canada 
Ltd., a production and exploration 
company, and began one of the 
major exploration programs in the 
country. 


All of these activities are carried out 
in keeping with the private sector's 
operating discipline. While Petro- 
Canada selects its activities 
according to the objectives 
established for the Corporation, its 
operations and those of its 
subsidiaries must be both an efficient 
and profitable use of public 
resources. 


It is also Corporate policy to apply a 
strict social and environmental 
attitude to its activities. This is 
reflected in the creation of a group 
within the Corporation charged with 
this responsibility and the 
incorporation of these considerations 
into the decision-making process so 
as to assure that they are based on an 
acceptable balance of economic, 
social and environmental factors. 


During its first year Petro-Canada has 
concentrated its efforts on 
establishing its position within 
Canada. But the energy business is 
international and Canada must rely 
increasingly, during at least the next 
few years, on supplies of foreign oil. 
Thus Petro-Canada cannot fulfill its 
mandate without regard forthe 
international context in which it must 
be pursued. In its first year of 
operations, Petro-Canada has already 
initiated some international 


involvement. This has consisted 
mainly in developing relationships 
with other national energy 
companies whose tasks are similar, or 
complementary, to Petro-Canada’s or 
where cooperation offers the 
opportunity for the Corporation to 
advance its goals and mandate. 


In all of these actions Petro-Canada’s 
aim has been to complement and 
strengthen the Canadian energy 
sector, not to replace any part of it. 
Petro-Canada works in an industry 


which is predominantly private and 
foreign-controlled. It both cooperates 
and competes with the private 
companies. Its unique role is to 


stimulate and encourage activity in Vf 


the national interest and to 
strengthen the Canadian presence in 
the strategic energy sector. 


Finally, it should be emphasized that 
while Petro-Canada is now 
concentrating on the exploration and 
development of petroleum resources, 
particularly in the frontier areas of 
Canada, the Corporation's efforts 
must be carried forward with the 
recognition that oil and gas cannot 
be the exclusive focus of future 
energy developments. An important 
goal for Canada is the development 
of additional energy sources. With 
this in mind, Petro-Canada will make 
efforts to contribute to the 
development of other sources of 
energy, including renewable energy 
— efforts which will expand in 
importance over the coming years. 
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The first year of operations of Petro- 
Canada was one of planning and 
growth, developing the mandate 
given to it by Parliament, setting 
priorities and taking the first steps 
towards achieving those priorities. 


Petro-Canada was created as part of 
Canada’s response to the issues 
which came into sharp focus during 
the world energy crisis of the mid 
70's. The OPEC price increases and 
supply interruptions, the unsettling 
downward revision of Canadian 
supply estimates and consequent 
increased reliance on imported oil, 
the large investment requirements for 
frontier exploration and oil sands 
projects, the growing importance of 
oil as a political and strategic 
commodity of national governments 
and the growth of national oil 
companies throughout the world — 
all contributed to the need fora 
fundamental reassessment of 
Canadian energy strategy. In concert 
with these factors and to an extent as 
a result of them, there were increased 
calls within Canada for a greater 
Canadian presence in the petroleum 
industry. 


One of the Government of Canada’s 
responses was the creation of Petro- 
Canada. 


Petro-Canada’s mandate emphasizes 
certain goals: 


to increase the supply of energy 
available to Canadians: 


— by means of direct exploration 
for conventional oil and gas, 
especially in frontier areas; 


— by investment in the 
development of the Alberta oil 
sands; 


— by ventures seeking to make 
possible the economic 
exploration, development and 
transportation of remote or 
otherwise difficult to reach 
resources; 


— by projects aimed at 
developing the technology to 
utilize economically other 
sources of hydrocarbons, such 
as the in-situ recovery of heavy 
oils; 


— by research and development 
programs on alternative sources 
of energy; 


— by developing opportunities for 
increased security in foreign 
supplies where such sources are 
either necessary or attractive to 
Canada. 


to assist the Government in the 
formulation of its national energy 
policy 


— by accelerating the evaluation 
of Canada’s supply potential 
from conventional or new 
SOUICES; 


— by providing a better 
understanding of the costs 
associated with various 
domestic resources and their 
comparison with available 
alternatives, to ensure 
competitively priced energy 
supplies to Canadian industry 
and consumers; 


— by providing Government, as a 
direct investor in the risky 
ventures of this critical sector, 
with insights which will assist 
in policy development: 


to increase the Canadian 
presence in the petroleum 
industry. 


In defining its strategy and pursuing 
the objectives established, Petro- 
Canada applies certain operating 
criteria. 


One of the most important is the 
concept that increased supply and 
the advancement of technical 
capacities can only be accomplished 
if Petro-Canada can supplement 
activities in which other companies 
are involved or advance the timing of 
these activities. Acting as a catalyst, 
Petro-Canada has offered to take a 
share of risks and responsibilities in 
joint ventures with private industry, 
particularly in the high-risk activities 
of frontier exploration and 
technology development. Petro- 
Canada is also prepared to invest in 
activities which may build on, or 
anticipate, future major needs or 
programs of the energy sector. 


In making investments, Petro-Canada 
seeks the best business and financial 
terms. In investing public funds 
Petro-Canada cannot ignore 
commercial standards of investment 
and returns. If Petro-Canada is to 
serve the national interest, it must act 
commercially in minimizing the costs 
of operation and maximizing the 
returns on its investments to its 
shareholders, the Canadian public. 
To invest in activities which are not 
profitable commercially is a 
legitimate public function in pursuit 
of social goals, but such activities 
should be undertaken with a clear 


a 
identification of the costs and aC 


benefits involved. Such reasoning 
should not be an excuse for the 
inefficient commitment of resources. 


Key objectives of Petro-Canada’s 
relationship with the Government of 
Canada are to ensure that the 
Corporation's experience of actual 
involvement in energy projects 
reaches Government and to select 
projects which reflect the 
Government's policy goals. The 
Government, as the shareholder of 
the Corporation on behalf of all 
Canadians, must be fully informed of 
Petro-Canada’s activities. In addition, 
the Corporation must be well aware 
of the Government's energy priorities 
so as to exercise its mandate 
effectively. In this relationship, 
however, the Government does not 
make available to Petro-Canada 
confidential commercial information 
and does not expect Petro-Canada to 
provide information which would 
violate its commercial undertakings. 


Priorities 


The major priority has been to 
become established in conventional Ke 
exploration activities, especially in . 
frontier areas, where costs are high, 
risks are substantial and development 
timing is long, but where the 
potential is significant and the need 
to determine the presence and costs 
of any resource is crucial to the 
public interest. In 1976, the focus of 
the exploration program was in the 
frontier regions where additional or 
renewed investment support was 
required. Petro-Canada moved 
quickly to revive interest and activity 
in the Scotian Shelf and to increase 
activity in the offshore 
Newfoundland and Labrador area, in 
the high Arctic and in several areas of 
the Northwest Territories and the 
Yukon. 


dl 


The second major priority of Petro- 
Canada was to take responsibility for 
various investments by the 
Government of Canada in the energy 
industry. Petro-Canada entered the 
Polar Gas Project following up a 
Government commitment. The 
Government of Canada’s 15% 

share of Syncrude Canada Ltd. was 
acquired by Petro-Canada which also 
acquired the Government's 
investment in Panarctic Oils Ltd. The 
transfer of these holdings is an 
indication of Petro-Canada’s role as 
the effective instrument to operate 
these Government interests in the 
energy sector. These activities 
contribute to expanding Canada’s 
knowledge of its frontier resources, 
to furthering the economic 
development of conventional energy 
sources, to developing the technical 
expertise for increasing hydrocarbon 
supplies and to advancing the 
delivery of frontier and non- 
conventional sources of energy to 
market. 


A further early priority was to gain an 
operating capability and develop a 
cash flow from existing Canadian 
production to support a substantial 
exploration commitment. In August, 
Petro-Canada purchased 100% 

of the outstanding shares of Atlantic 
Richfield Canada Ltd. for $342.4 
million. Renamed Petro-Canada 
Exploration Inc., the company owns 
producing oil and gas properties, 10.6 
million net acres of undeveloped oil 
and gas properties in Alberta, British 
Columbia, the Northwest Territories, 
the Arctic Islands and Hudson's Bay 
and a one-third interest in 1.2 million 
acres of oil sands leases. This 
acquisition brought the combined 
Petro-Canada staff to 400 people 
including some 300 in Petro-Canada 
Exploration Inc. 


Petro-Canada initiated several 
activities in 1976 which should 
assume greater importance in 1977 
and beyond. The development and 
production of high Arctic reserves, 
particularly in the offshore areas, will 
require proven operational viability 
and actual operating experience in 
this hostile environment. Petro- 
Canada has begun a venture for this 
purpose in cooperation with others. 


Heavy oil reserves in Western 
Canada offer the potential of making 
a significant contribution to Canadian 
oil supply. Technical advances in 
both extraction and processing 
would increase the supplies available 
and improve the commercial viability 
of production. Large scale processing 
facilities would assist the 
development of the numerous 
smaller holdings of heavy oils. Petro- 
Canada has joined interested industry 


participants and Provincial 
governments in actively examining 
the potential for further activity. 


Other ventures involving 
development of the technology 
needed to improve the capacity, the 
environmental safety and the 
economics of exploration, 
development, and transportation of 
oil and gas in Canada have also been 
under review in 1976 and continue to 
be a focus of activity. 


Petro-Canada is subject to all the 
rules of any other business 
corporation in the industries in which 
it operates. It is subject to taxes, 
royalties and abides by all the 
applicable rules and regulations. In 
this way, as a business entity it makes 
its proper contribution to public 
revenues and activities. 


Exploration and Land Review 


Many of the joint venture agreements 
in which Petro-Canada has 
participated involve multi-year 
exploration programs. The summary 
table of Petro-Canada’s land 
ownership reflects the difference 
between the maximum acreage 
earnable by Petro-Canada and the 
acreage actually earned by 1976 
exploration. The total land inventory 
of over 88 million gross acres 
includes the 23.6 million gross acres 
acquired in the Atlantic Richfield 
Canada Ltd. purchase. If all earning 
options were exercised, Petro- 
Canada’s net acreage position would 
be 19.5 million acres. Petro-Canada’s 
frontier exploration operations were 
conducted in three main areas, the 
Scotian Shelf, the Labrador- 
Newfoundland Offshore and the 
Arctic Islands. 


Scotian Shelf 


On the Scotian Shelf, the results of 
industry exploration had generally 
narrowed the remaining exploration 
prospects to the Sable Basin. Industry 
exploration efforts were virtually 
halted. While the prospects on the 
Scotian Shelf do not appear 
significant on a world-scale basis, 
they appear to be sufficiently large to 
provide an important local supply for 
the Maritimes, to reduce the 
dependence on imported oil and to 
be a potentially important revenue 
source for Petro-Canada. 


Scotian Shelf 


_ Murphy et al @ Indicated Gas 
~ Mobil @ Indicated Oil 
ERR het @ by 


Accordingly, Petro-Canada moved to 
earn an interest in acreage (farm-in) 
on the Scotian Shelf, primarily in the 
Sable Basin area, and to conduct an 
exploration program to determine the 
availability and viability of producing 
oil and gas from this area. 


In addition, delineation drilling will 
be carried out to determine the 
magnitude of previous discoveries. 
Production may become possible 
especially as smaller reserves become 
more attractive economically in the 
light of increased energy costs. This 
exploration involving both seismic 
and drilling activities was undertaken 
following agreements with both Shell 
and Mobil. 


The earning commitments for a 50% 
interest in the Shell 4.1 million permit 
acres involved the drilling of four 
exploratory wells at a gross cost of 
approximately $16 million and 
Sulpetro of Canada Ltd. joined Petro- 
Canada for 10% of this program. At 
year-end, Petro-Canada/Shell- 
Moheida P-15, some 120 miles 
southwest of Sable Island, was stil 
drilling. The three other wells, 
Shell/Petro-Canada Mic-Mac D-89, 
Petro-Canada/Shell Wenonah J-75, 
and Petro-Canada/Shell Penobscot 
L-30 were abandoned. 


Although abandoned, the Petro- 
Canada/Shell Penobscot L-30 did find 
oil and gas in several thin sands 
between 8,500 feet and 10,000 feet. 
New seismic data confirms the 
possibility that these sands may be 
encountered at a higher elevation 
two miles to the west of this well, 
and a follow-up well is scheduled to 
explore this possibility in 1977. 


Two other prospects were drilled: 
Shell et al N. Sydney G-24 and Petro- 
Canada Mobil Hesper I-52, both were 
unsuccessful. The single offshore well 
near Sydney, N.S., was drilled jointly 
with Shell and the Murphy group 
which includes Murphy, Husky, CNG 
Development, Francana, LL&E, and 
SOQUIP, the Quebec Government 
petroleum corporation. 


At year-end, an agreement with 
Mobil was concluded; it will involve 
a five-well commitment and seven 
ongoing options which could result 
in aminimum of $24 million anda 
maximum of $48 million in drilling 


expenditures over the next two to 
three years. This expenditure will 
earn Petro-Canada a 40% working 
interest in approximately one million 
acres, again in the vicinity of Sable 
Island. This drilling program will 
include at least two delineation 
wells, one at the Cohasset oil 
discovery and one at the Thebaud 
gas discovery. If successful, 
additional delineation drilling could 
result in the confirmation of these 
discoveries as commercial oil and gas 
fields. All of the locations on the 
Mobil land are close to Sable Island in 
waters too shallow for the large 
floating semi-submersibles used in 
the Atlantic. A jack-up rig will be 
brought from the Gulf Coast for these 
operations. The oil and gas discovery 
made earlier by Mobil at the west tip 
of Sable Island is not included in this 
project. 
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Offshore 


Off the Labrador Coast, the initial 
drilling results have been more 
encouraging than elsewhere on the 
East Coast, with gas discoveries 
indicated at Bjarni, Gudrid and Snorri. 
The harsh physical environment of 
that area has resulted in extremely 
high drilling costs. 


In the course of 1976, Petro-Canada 
committed to participation in three 
separate programs, one of which 
involved only seismic surveys. 


Petro-Canada’s initial exploration 
farm-in on the Labrador Coast was 
with British Petroleum where a 
commitment was made to spend $13 
million to earn a 15% interest in 12.6 
million acres. The primary objective 
for this program was to complete the 
drilling of the Indian Harbour well 
which had been started by the British 
Petroleum led group, including Gulf, 
Columbia, and Chevron, who had 
drilled this location to a depth of 
7,800 feet during 1975. The well was 
deepened to 12,986 feet and 
encountered a section somewhat 
similar to the nearby Gudrid well, but 
found the Gudrid Carbonate reservoir 
was not porous at this location. Total 
cost of this exploratory well was 
$14.6 million of which Petro- 
Canada’s share was approximately 
$5.6 million. 


As part of a $20 million seismic and 
drilling program, seismic surveys 
were conducted on the 5.6 million 
acre Texaco-Shell Gander block. As a 
partner in this venture, Petro-Canada 
will pay 20% of the cost of the 
program to earn a 10% interest in the 
entire block. Drilling, which is 
scheduled to commence in 1978, will 
evaluate large structures present in 
the deeper waters of Canada. This 
will be the first drilling in water 
depths of 4,000 to 6,000 feet. 


Newfoundland /Labrador Offshore To the north, off the mouth of _ 
Hudson Strait, Petro-Canada joined a 
BERR GUNS SOS ee Mapa oe a third group of companies in a seismic 
survey where Petro-Canada will pay 
20% of the cost. Should the results of 
the survey warrant drilling, a 
commitment must be made in 1977. 
Petro-Canada would earn a 10% 
interest in the 3.6 million acre block. 


While most of the discoveries made 
in the Arctic Islands have been 

ee Cae onshore, the structures extend 
© SNORRI offshore and numerous geologically 
similar features are present in the 
offshore areas between the islands. 


Petro-Canada’s involvement in the 
Arctic Islands has three facets; first, as 
a shareholder in Panarctic Oils Ltd., 
then as a landholder in its own right 
and, finally, as an 18% working 
interest partner in a four-company 
exploration group. Petro-Canada 
opened negotiations to launch a 
major drilling program. A farm-in 
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agreement was successfully 
negotiated by a four-company group 
(Petro-Canada 18%, Panarctic 22%, 
Gulf 25% and Imperial Oil 35%) with 
Sun Oil Company Limited and Global 
Arctic Islands Limited who controlled 
the majority of the offshore Sverdrup 
Basin acreage. An $80 million 
exploration program will be 
conducted over a four to six year 
period to enable the group to earn 
60% of the Sun and Global Arctic 
interests in 33 million gross acres. 
The agreement is retroactive to 
January 1, 1976, and includes the Sun 
and Global Arctic interest in the 
Jackson Bay gas field discovered in 
1976 and some proven gas reserves 
in both the Hecla and Drake Point gas 
fields. 


Other 


In the Northwest Territories, Petro- 
Canada has joined Gulf and Mobil in 
a farm-in commitment well which 
will be drilled in Sadene Lake in 1977. 
This well will earn Petro-Canada a 
25% interest ina 1.5 million acre 
block of land. The Corporation has 
plans to participate in two additional 
wildcats in the Northern Mainland. 


In British Columbia and Alberta, 
Petro-Canada’s operations were 
largely confined to step-out drilling in 
known shallow gas fields. The 
indicated 1976 gas discovery at Bison 
was the subject of an extensive 
drilling program which commenced 
in late 1976 and continued into 
VQ 
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This Acreage table does not include approximately 47.1 million acres of Panarctic Oils Ltd. in 
which Petro-Canada has approximately 45 per cent interest. 
*Atlantic Richfield Canada Ltd. 


Operations 


Production 


12 


Through Petro-Canada Exploration 
Inc., the Corporation operated 
approximately 1,000 oil and gas 
wells, five gas plants, twelve gas 
treating and compressor stations and 
fifteen consolidated oil handling 
facilities. The Corporation held 
varying interests in numerous other 
oil and gas projects or units operated 
by other companies. During the year, 
Petro-Canada continued to devote 
attention to increasing reserves 
through development activity. For 
the five month period, August 
through December 1976, following 
the acquisition of Atlantic Richfield 
Canada Ltd. the Corporation 
participated directly in 45 appraisal 
and development wells which 
resulted in 7 oil wells and 34 gas 
wells. 


1976 Well Completions* 


(Gross Working Interest) 


EXPLORATORY 
Oil | 0 
Gas Peed : Z 
Dw aa i 7 6 
Sub-Total 8 


APPRAISAL/DELINEATION 


Oil 0 
Gas 1 
Dry 1 

Sub-Total 2 

DEVELOPMENT 

Oil 7 
Gas 33 
Dry J 3 

Sub-Total 43 

TOTAL 53 


*Includes Petro-Canada Exploration Inc. from 
August through December 1976 and excludes 
Panarctic Oils Ltd. 


Natural Gas 


Net gas sales after royalty averaged 
58.4 million cubic feet per day for the 
five month period ending December 
31, 1976. This corresponds to gross 
gas production (before royalty) of 
87.8 million cubic feet per day. By 
year-end, gross production had 
exceeded a level of 100 million cubic 
feet per day. Major fields 
contributing to the Corporation’s gas 
sales were the Alderson-Medicine 
Hat shallow gas operations, Gold 
Creek, Westlock, and fields in 
Northern British Columbia. The 
average price for natural gas sales 
during the five month period was 89 
cents per thousand cubic feet. 


Shallow drilling for Bluesky and Milk 
River formation gas continued to 
highlight gas reserve development. 
Planning and development of a 30 
million cubic feet per day gas plant to 
be operated by the Corporation in 
the Connorsville area of southeastern 
Alberta was initiated. Work also 
continued on the development of 
other major gas projects in central 
and northern Alberta at Sedgewick, 
Strachan, and Paddle Prairie. 


During the period August through 
December 1976, the Corporation's 
Keg River production, (6.0 million 
cubic feet per day gross) was 
restricted significantly by failure of 
the purchaser's transmission system. 
Westlock production was curtailed 
through price arbitration proceedings 
with the purchaser. Sales of natural 
gas were reduced because of the 
effects of oil prorationing. These 
reductions, along with some 
constraints imposed by gas 
purchasers, reduced Corporation 
production to an average of about 
85% of capacity during the period. 


Oil and Natural Gas 
Liquids 


During the period August through 
December 1976 the Corporation 
produced 27,760 barrels per day of 
oil and natural gas liquids (17,000 
barrels per day net after royalty 
deductions). Production for 1976 was 
23% lower than 1975. This was 
caused mainly by reduced 
production quotas resulting from 
restrictions of exports to the United 
States. These restrictions resulted in 
30% of the Corporation's 

capacity being shut-in. The average 
price during the period for these 
products was $8.82 per barrel. Major 
fields contributing to the 
Corporation's oil production were 
Swan Hills, Bellshill Lake and Nipisi. 


During the five month period ending 
December 31, 1976 the 
Corporation's producing properties 
generated approximately $26 million 
net revenue after royalties and 
operating expenses. 


Oil Sands 
In-situ Research 


Petro-Canada Exploration Inc. has 
actively continued as the operator of 
a joint Petro-Canada, Canada-Cities 
Services, Imperial Oil project, which 
is engaged ina shared cost program 
for the development of in-situ 
methods of extraction from 34 leases 
in the Alberta Oil Sands. This group 
pooled its 1.2 million acres of deeper, 
non-mineable holdings 19 years ago 
and has made considerable progress 
in conducting research into recovery 
methods and in drilling to evaluate 
these large holdings. This has resulted 
in fairly reliable estimates of 160 
billion barrels of bitumen in place, 
shared equally by the three 
companies. 


The group's recent research has 
concentrated on an innovative 
concept involving electrical 
preheating of the formation followed 
by steam drive. Petro-Canada holds 
the basic patents on this electric 
preheat process in Canada, the 
United States and other countries. A 
Canadian company has been retained 
to produce a design and cost 
estimate for a pilot plant to utilize 
this method. Discussions are in 
progress with several other 
companies that have expressed 
interest in joining the project. 


Areas of Significant Production 


Oil, Condensate and Natural Gas Liquid 
Production — August through 
December 31, 1976 

(Barrels Per Day) 


Gross 
Before Royalty 


Gas Production — August through 
December 31, 1976 
(Thousands of Cubic Feet Per Day) 


Gross 
Before Royalty 


ALBERTA ALBERTA 
Swan Hills 5 G5 Medicine Hat 25,500 
Bellshill Lake 4,190 Gold Creek 10,135 
Nipisi 3,105 Alderson 7,640 
Carson Creek 250 Westlock 6,880 
Redwater 1,610 Swan Hills 3,980 
Utikuma 1,300 Kaybob 3,105 
Pembina 1,010 Carson Creek 3,105 
House Mountain 955 Edson 2,165 
Virginia Hills 725 Gilby 935 
Gilby 600 Pembina 950 
Snipe Lake 600 Nipisi 630 
Kaybob 485 Other 11,840 
Judy Creek 480 
Ante Creek 400 
Other 3,360 
Sub-Total 250/35 Sub-Total TOPOS 
BRITISH COLUMBIA BRITISH COLUMBIA 
Boundary Lake 950 Beavertail 3, 390 
Other 1,075 Beg 2,190 
Rigel By aoe 
Other 2,050 

Sub-Total 2,025 Sub-Total 10,865 
TOTAL GROSS TOTAL GROSS 
PRODUCTION PRODUCTION 

(Before Royalty) 27,760 (Before Royalty) 87,800 
TOTAL NET TOTAL NET 
PRODUCTION PRODUCTION 

(After Royalty) 17,000 (After Royalty) 58,365 


14 Syncrude 


Alberta and N.E. British Columbia In 1974 ater Waa 


the four original partners, the 
Government of Canada was urged by 
the continuing partners in Syncrude 
to invest in the project to permit it to 
continue to completion. After 

oe ae / consideration of the financial costs of 
ALBERTA the project, the economic feasibility 

j A and the potential benefit to Canadian 
energy supply, a positive decision to 
PR Anse _____ participate was reached since the 

TAR SANDS = ——s———SSséprcjeect waas essential if there is to be 

development of the oil sands reserve 
potential in a time frame which 
would help to reduce the domestic 
production shortfall forecast for the 


SYNCRUDE PL 


PEACE RIVER 1980's. 
= ge UTIKUMA | oe 
®—N as Petro-Canada acquired a 15% share 
ee ae in the Syncrude Project, a joint 
a foe hay venture in the Alberta Oil Sands in 


association with Imperial Oil, 
HILLS ~ Canada-Cities Service, Gulf, the 
ANTE CR. Sg JUDY CR. Alberta Government and the Ontario 
ES B &— WESTLOCK 7 ~—sCEnergy Corporation. 
CARSON CR. — REDWATER cae 


VIRGINIA oe SWAN HILLS 


= eae Construction started in 1973 and was 
ee EDMONTON oe. approximately 60% completed at 

year-end 1976. Petro-Canada’s 
contribution to the Project was $170 
million with a total contribution 
expected to reach approximately 
$315 million of the expected total 
cost of $2.1 billion. 


a 
RED DEER 


a 
CALGARY 
ALDERSON y 


_ LETHBRIDGE MEDICINE — 
| a HAT 


SES Gas Field 0 40 80 120 
GE Oil Field +S 
a Syncrude Blocks 


PCI Project 


Panarctic Oils Ltd. 


Panarctic Bent Horn F-72A on Cameron Island. 


At December 31, 1976, Petro-Canada 
held 45% of the shares of Panarctic 
Oils Ltd. having acquired that interest 
from the Government of Canada for 
$80 million — the cost of the 
Government's total investment and 
obligations at the time of the transfer. 


Panarctic has been actively exploring 
in the Arctic Islands as a jointly- 
owned Government/Industry 
company since 1969. It was formed 
by anumber of Canadian companies 
who believed that there was great 


Photo courtesy Panarctic Oils Ltd. 


potential for the discovery of large 
gas reserves in the Arctic Islands. The 
Government was urged to support 
these companies and took an interest 
in Panarctic. To date Panarctic has 
announced the discovery of some 16 
trillion cubic feet of gas in six major 
fields. In 1976, Panarctic completed 
nine wells with two others drilling at 
year-end. 


PolarGas 15 


The Polar Gas Project, begun in late 
1972 as a research consortium, was 
formed with the aim of investigating 
the feasibility of transporting gas 
from the Arctic Islands to southern 
markets. 


In January 1976, Petro-Canada 
fulfilled a commitment made by the 
Government to add financial support 
to the project to ensure its 
continuance. 


As a participant, Petro-Canada is 
helping to finance the engineering 
and economic studies that are 
necessary before preferred modes 
and routes can be identified. The 
Corporation's investment in 1976 of 
$7.0 million included payments 
required to equalize the Petro- 
Canada expenditures with those of 
the other participants. Petro- 
Canada’s involvement relates only to 
the feasibility studies of a Polar route 
and does not indicate a preference 
for a particular pipeline or mode of 
transportation. 


Petro-Canada’s participation entitles 
it to the right of equity investment in 
any transmission system eventually 
built or to a return of its investment if 
the project proceeds and Petro- 
Canada choses not to become an 
equity participant. Petro-Canada, and 
the other participants are entitled to 
share in the technical expertise 
developed by the ongoing research 
efforts of Polar Gas. 
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Petro-Canada, as a Federal Crown 
Corporation has a significant 
responsibility to be an industry leader 
in the environmental and social 
aspects of its activities. 


Shortly after the creation of Petro- 
Canada, a study was undertaken to 
develop the best means to deal with 
environmental and social concerns. 
Wide-ranging discussions were held 
with representatives of 


environmental, academic, 
government and native groups. The 
major conclusion which emerged is 
that environmental and social impact 
assessments must be incorporated 
into every level of planning and day- 
to-day operations of Petro-Canada. 


Petro-Canada is committed to a 
management strategy in this 


area which decentralizes responsibilities 


to the operating levels and integrates 
policies and guidelines at the 
corporate level. To date, a group has 
been created which reports directly 
to the President and has two major 
functions. It assists all operating 
departments to identify their 
environmental and social 
responsibilities and to develop 
capabilities to meet them. This group 


is also responsible for providing 
policy advice, identifying key areas 
for further investigation, monitoring 
the activities of the operating 
departments, and representing Petro- 
Canada in many interactions with 
governmental and other 
organizations. 


The major changes in Canada’s 
energy situation during the last three 
years have their roots largely in 
events external to Canada. Future 
Canadian energy policy must 
respond to international realities 
which Canada cannot control but in 
which it must participate. Of special 
importance is the increasing extent to 
which Canada must rely on foreign 
sources for its oil supply for at least 
the next several years. 


Thus, while Petro-Canada’s highest 
priority is to assist in increasing 
Canadian supply, it recognizes the 
international dimension of its 


mandate in relation to Canada’s 
prospective supply problems. 


Petro-Canada’s creation has been 
received with considerable interest at 
the international level. Many foreign 
governments and national energy 
corporations have made contact with 
Petro-Canada with a view to 
identifying activities which might be 
carried out cooperatively in support 
of the objectives of both Petro- 
Canada and themselves. 


These contacts have occurred with 
agencies of both producing and 
consuming countries. Probably the 
most important discussions in 1976 
were those with Petroleos de 
Venezuela and have led to the 
creation of a joint senior level - 
committee. The opportunities for 


joint efforts, particularly in fields of 
current technological concern, are 
being actively examined. 


In addition to advancing technical 
knowledge and capacities, 
relationships on the international 
level are intended to enhance 
Canada’s dealings with world oil 
suppliers in pursuit of secure and 
economical supplies for Canada from 
the world oil community. 


Financial Review 


The consolidated financial review 
covers the operations of Petro- 
Canada from commencement of 
operations on January 20, 1976 to 
December 31, 1976. The results of 
Petro-Canada Exploration Inc. have 
been incorporated from August 1, 
1976, the date of acquisition. 


Gross operating revenue of $31.5 
million was generated for 1976 
which, together with interest of $7.8 
million, resulted in total gross 
revenue of $39.3 million. Earnings 
before income taxes were $14.5 


million. While sufficient deductions 
were available to eliminate current 
income taxes, full provision was 
made for deferred income taxes of 
$11.2 million, resulting in net 
earnings for the period of $3.3 
million. 


The acquisition by Petro-Canada of 
Petro-Canada Exploration Inc., by 
virtue of the Income Tax Act, 


rendered that subsidiary non-taxable. 


Since Petro-Canada is taxable, the 
necessary legislation, which would 
retroactively reinstate the taxability 
of Petro-Canada Exploration Inc., has 
been put before Parliament. 


Shares totalling $383.8 million were 


issued to the Government of Canada. 


Of this amount, $210.0 million was 
received in cash, while acquisition of 
the Government's interests in the 
Syncrude Project and in Panarctic 
Oils Ltd. accounted for $93.8 million 
and $80.0 million respectively. The 
Corporation obtained $240.0 million 
from the issuance of Income 
Debentures to a Canadian chartered 
bank. These proceeds were used to 
partially finance the acquisition of all 
the outstanding shares of Atlantic 
Richfield Canada Ltd. (now Petro- 
Canada Exploration Inc.) for $342.4 
million. Funds provided from 
operations were $23.8 million. 


At December 31, 1976, consolidated 
assets totalled approximately $713.9 
million, consisting of the 
Corporation’s interests in the 
Syncrude Project ($170.4 million), 
Panarctic Oils Ltd. ($80.0 million), 
Polar Gas Project ($7.0 million), 
together with net fixed and other 
assets of $456.5 million relating 
mainly to oil and gas properties. 
Deductions of liabilities and deferred 
income taxes totalling $326.8 million 
resulted in shareholder's equity of 
$387.1 million at December 31, 
1976. Working capital at December 
31, 1976 was $11.1 million. 


As at December 31, 1976 


CURRENT ASSETS 

Gashyand short-term deposits sc. aie eke, od carci 4 gn oie saad ne pm Inti ee ne rear ea Oe ae $ 33,886,000 
PNCEOUNIES, TOCEIN AIOE ede a nh oy ee wie ante ta Eh 108 oe UTE ce Re ster agence 10,129,000 
HRY BTIRONES rc sates eet toe es yee ee ne eR elas tgd enh sis SeaTac ene 2,625,000 
Pottion of long-term receivables due witht One. Veal co). ee oes oe ee ge eee 651,000 
Prepdicl: EXPeNses -5.oxcet. aie vee u ak ete ssn uty oh rs ee | es ataes eee ane ee rer ee 474,000 
47,765,000 
UNMESTLMAENT IN PANARG TIC OIIS STI: GN GEOE AE) rd etal ee ate rea tay rege ae ee 80,000,000 
PROPERTY: PLANT AND EQUIPMENT net tNote 5) coon ei 6 bps ees eee err 576,309,000 

OTHER ASSETS, at cost 
POlarGiaS PLOJGCt Gace fase o ene icpirg ot ak ated ca ee nce te pa cle eee ee ge eee 7,020,000 
Longsterm: tecelvables<net 5 o 2. a2 an com et eee Nn Se econ er ee pear Eeet cere ae 2,049,000 
Work pDetormance deposits |. oocicls «Wes oo ere ect coer gt ee renee 807,000 
9,876,000 


On behalf of the Board 


Ml Mfr 


Director 
Ww 
\ \ 
Ann 
Director y; 


$713,950,000 


iabilities 

CURRENT LIABILITIES 
Ceo Me oaVabiesaid ACCTued ADINUUES). ams dere: kine ae Re Aen Set Pa a 
Phpcipdl due Within one year on. Income Debenturess...7 fi oi 25 we nese ees bee oe eis hee 


BO MENEDEN TURESAINOLG O) cori codec tek a ainda tees ee eet te tee ein Niger g ic ee a eee em Rom 
Pscmimeipal niciuocd In -current Habiltles rc. ns cree ns 2 hin diene a is Se oo 


Bees RUNG ON ERTAAEDS. 69, chris aee nee Tira eine 5 neta Ming met MbMud he Cela h val a ela piecndb eee wo 


CAPITAL (Note 8) 
PTE LORI CLAS hice G eee ten re bei thon en pn ae er wae ce es ce wey net rn cee ieee ee RU mE Tae ae 
Gohrim@meshialhes mace cee ecstatic ee nee ee ey as An cen ee Peae tet eee eR Gt har cag 


RIM AUIN EO ME AISI NCIS eens muna slau inne Nerce cence ee tpt. Sia cua Aga Rath oe fur Bl 


COMMITMENTS (Note 9) 


$ 26,633,000 


10,000,000 


36,633,000 


240,000,000 


10,000,000 
230,000,000 


60,184,000 


- 158,800,000 
225,000,000 


383,800,000 


3,333,000 


387,133,000 


$713,950,000 
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From the date of commencement of operations, January 20, 1976, to December 31, 1976. 


REVENUE 
Operating weVenue yoo. 4G soho a etek ales eg Mya ns hd Sed = ee ie iene $31,504,000 
Mahe eta SxS) ial a\ exo] ng (eee Serene ase nna MRR SSO Era yee NR MM eT SAO 2d ste eolamn ieee hand clic eek 7,835,000 
39,339,000 
EXPENSES 
OPELAUING i 8S «Bh eG ners tee inte ei MR Fa ate oe ic al sah Un oe te ee pe 5,541,000 
Gemerall arr aGiintiSta tive, cece cscs ease Se Sos oe ad cae Sarees Nee re el 5,238,000 
Interestzon Income: Debentutes: tem ciate 2 te hy ee en ne eet re ee 557,000 
DGD FE CIAEION a 5 5.155. 5 secs a0 de, Say ROE oy 9 Ps DECOR 5 ces get aa RT 1,082,000 
Depletion xe cin tect ai. Sid 5S Sosnes See eas cs arta Ne: Ses yes cae et Shey ace Lovee Mas oe tc ee ee 7,226,000 
PRIN ORENZ ALT ONS seats ee ae cae earners Sa en me Paw eee ey ao 546,000 
24,790,000 
EARNINGS: BEEOREINGO MESTAKES eco praises tee ote tte es Ray Screen ee en ee 14,549,000 
PROVISION FOR INCOME TAXES (Note 7) 
PD ETOREC eis kerancd extant et too ee 2) obese ey Er re hate a nen an ne re ea 11,633,000 
Alberta tovalty tax-créedit:. tcc 5 koe cee ie Se et ee ne) cr i (417,000) 
11,216,000 


NET EARNINGS FOR PERIOD, BEING RETAINED 
EARNINGS AT ENDCOE PERIOD. Gn.cic son ort acylase encarta" can enema ese ee Ce $ 3,333,000 


Petro-Canada a 
Consolidated Statement of Changes in ) 
Financial Position 


From the date of commencement of operations, January 20, 1976, to December 31, 1976. 


SOURCE OF FUNDS 


Re madAISHONPETION 00h: fri. Paslied ons axes eee Ric ee bed Sty iS ctnca SS Coes Gk eg al Son ry $ 3,333,000 
Mice. oes moOldnMOlVviMngan Oullay-Ol TUS. nckas ert tie eyes fg eG clay a bbe ee alm cones 20,487,000 
ie cmacnve Cen ALOMPOOEAMONS Se hae ture ay eae Gee aR Re IE RON wie een eWeek ee 23,820,000 
PROCCOUSMTOMISSUeLOL INCOIMme- DW eOelntles en = ee Sree ae ee nee ee ee ee 240,000,000 
BIOCEEC SATO MISSUCLOl Shia Oscusen etree meena So en em eere, eye ain ao OOS Srey tes nea 9k 383,800,000 

647,620,000 

APPLICATION OF FUNDS 

Wedmsiion o1 Oroperty.Dlantand equipment ..0 90... 2et cae clawcs Gc et cen be jes Woe 206,897,000 
MVestimeuteinnaamanCtGr@)lSalttclencaomtesen ts c ppei mete aa iets mkmen tn gies we coe ey lane ane 50 80,000,000 
Aertel MUS ROSE I BASSET Ses Ge cen es Ae ye ties faae eS as tiene aon ow oe Geshe 7,426,000 


Acquisition of subsidiary company 
Net assets acquired 


PIGUeNt Va DidikabG CCQulOMent cskiee Sak. aA ie an Oa eee tow le ners tou $378,266,000 
SCimemizaSSSlS owes paw tte MeL a Re eet ener oe ee are ee ee ne pene 14,963,000 
@ihermassetswee ate tk eee OE a er emer as WR olmcr la Winre tad, 2,450,000 
Gtirrentalialo ilies ma teuct cent erent we Ck ee Werte aa gene i (4,688,000) 
Defemecksimcomertaxesw naires) eo) ee Pe hea ee ae ae (48,551,000) 
342,440,000 

Peeee Ola yeca ital iGO ci elie Sane ona, tak me youl ease Satine Genes (10,275,000) 332,165,000 

Reduction of Income Debentures being principal 
Bie al OMGEVCOl Lem. cr ncn Mn mn ay tnt cn Mee rh ew ulad hoe dig Mane nt oe aes mek 2a 10,000,000 
636,488,000 


INCREASE IN WORKING CAPITAL FOR PERIOD, 
Bein GV.) RING GAP Ale AgENE) S@)le PERI@ID hss area fe esc ocmt se cane eee Gren casts) $ 11,132,000 


December 31, 1976 
(tabular amounts shown in thousands of dollars) 


(a) 


Basis of Consolidation 


The consolidated financial statements include the accounts of Petro-Canada (‘‘the Corporation’’) and its wholly 
owned subsidiary, Petro-Canada Exploration Inc., (formerly Atlantic Richfield Canada Ltd.). 


Inventories 
Inventories are valued at the lower of cost and net realizable value. 


Panarctic Oils Ltd. 


The Corporation accounts for its investment in Panarctic Oils Ltd. on the equity method. The activities of 
Panarctic Oils Ltd. are in the exploratory stage and all expenses less sundry income have been capitalized; the 
company is deemed not to have earned a profit or sustained a loss. 


Property, Plant and Equipment 


The Corporation follows the full cost method of accounting for oil and gas properties whereby all costs relating 
to the exploration for and development of oil and gas reserves are capitalized. Such costs include lease 
acquisition costs, geological and geophysical expenses, carrying charges of non-producing properties, costs of 
drilling both productive and non-productive wells and overhead expenses related to exploration activities. 


The costs incurred in Canada, except as noted below, are depleted on the unit of production method based on 
estimated proven oil and gas reserves. For purposes of calculating depletion, natural gas production and 
reserves are converted to equivalent barrels of crude oil based on the relative energy content of each 
commodity. In addition, separate cost centres have been established for each of the Frontier areas, presently 
comprising Mackenzie Delta/Beaufort Sea, Arctic Islands, Labrador Shelf and Scotian Shelf. Annual costs 
accumulated in these separate cost centres are amortized on a straight line basis over the period during which 
exploration activity in each area is expected to continue. Where exploration proves to be successful, 
amortization will be suspended and the unamortized balance of the cost centre will be depleted on the unit of 
production method when production commences. Where exploration proves to be unsuccessful and the cost 
centre is condemned or abandoned, the unamortized balance of that cost centre will be charged to earnings at 
that time. 

Bituminous Sands costs are accumulated in separate cost centres and will be depleted on the unit of production 
method when production commences. 


Depreciation of plant and production equipment directly associated with oil and gas activities is provided on 
the unit of production method. 


Depreciation of other property and equipment is provided on the straight line method at rates varying from 5% 
to 25%, designed to amortize the cost of the assets over their estimated useful lives. 


Polar Gas Project 


The Corporation is deferring costs relating to its participation in the Polar Gas Project. These costs presently 
consist of feasibility studies relating to a gas transmission system from the Arctic Islands to Eastern Canada. 
Under the participation agreement, subject to the project's feasibility and approval by the necessary regulatory 
bodies, the participants shall be entitled to have the costs they have incurred treated as an equity investment in 
a company incorporated to construct and operate the transmission facilities, or be reimbursed out of any 
financing of such company. In the event the project does not proceed, costs will be charged to earnings at that 
time. 


Income Taxes 


The Corporation makes full provision for income taxes deferred as the result of claiming tax depreciation and 
exploration and development costs which exceed the related amounts charged to expense in the financial 
statements (Note 7). 


The Corporation was incorporated pursuant to an Act of the Parliament of Canada which received Royal Assent on 
July 30, 1975. The inaugural meeting of the Board of Directors was held on January 20, 1976 after which operations 
commenced. 


A = 
A ¢ 
F\CU 


Effective August 1, 1976 the Corporation acquired, for a cash consideration of $342,440,000, all of the issued shares 
of Atlantic Richfield Canada Ltd. (now Petro-Canada Exploration Inc.), a company involved in the exploration for 
and production of oil and gas in Canada. The Corporation's consolidated earnings include the earnings of the 
subsidiary company since August 1, 1976. Details of the acquisition, which has been accounted for by the purchase 
method, are as follows: 


Balad ME sOr ACCUNFEC ASSOUS mater ih Conse s, wees as a MERTEN ooh he ov ee Rad AES $179,944 
Borie racorassuMmied tabItles. 2.5 ans, aa Wesabe ee wen siin eco ee ee as B32, 239 
126,705 
Excess of assigned value over book value of acquired net assets 
PemoreumandilatUlal CASPIODEKICS xa cc tec a) votes on tape ue es ole hee Oe $208,972 
EUAHATIGUIS SANIGS }CaASOS <r lary matt eR. 6 Beene Ch co GO pods ew eee eto uahe 6,763 2535 
Oe seats He OLN SION ee a Si it RN pe Pte be ALE aoa tn. eas ely go ae $342,440 


The excess of assigned value over book value of acquired net assets is subject to the accounting policies outlined in 
Note 1 (d). 


7} Ls ae sine] (aula Wer eget | 
AQNarcric pic iro 
CAbPIGiVlLI VHS Llu 


During the period the Corporation acquired the investment of the Government of Canada in Panarctic Oils Ltd. 
which consisted of: 


Common shares (representing 45% of 


Epes stleCianc lnVanalc COMMON Sales) <c ween pills pubcet<bs Uae Ped oa «le oe a pe $78,131 
MORO PE MMANCIAG AG VANCE: rel. AAO coe fio. Coe Baja a By Re aati uiie wate Kacstore Mae ae 1,869 


$80,000 


The common shares of Panarctic Oils Ltd. are not traded on the open market and therefore do not have a quoted 
market value. 


OI 


to ee a Al A HA iE 
erty, Fiant ana Equipment 


Accumulated 
Depreciation, 
Depletion and 


Cost Amortization Net 

Oil and gas properties 
IN ONSELOMULEIAT ea Stean Ame oh were te dee Byrne hana Rp seat nee eee: $330,116 OS DS $322,890 
=e ONC GI ANCAG tere wep eatire s, an lise ve cnt was ge AU case eta, Aur 27,984 546 27,438 
Blaniand sroddction-eqtitomenity..<) ere vanities o.oo 42,503 932 41,571 
Bituminous Sands 
— Construction in progress 

(Syncrude Project and related leases)... . 2.2.0.0... 220 +2: 170,405 — 170,405 
— Other bituminous sands 

Leases and expenditures thereon. .: 2h os. igase es ee 10,254 — 10,254 
Other propenty-and equipment. vo en, ee es aa 3,901 150 3,7 3. 


$585,163 $8,854 $576,309 


The composition of the amounts accumulated in respect of depreciation, depletion and amortization is as follows: 


Depreciation Sts sae ee heme ee ay eer Ge eee a ire earn ce es ene $1,082 
Depletion eas co. ct aeditas at Dep Ret eam at Werner ents eho eran ta 7,226 
ATOUUZAU ON ae ses. AOL a aie Oar ne een teen adie tel STN, RES eee 546 

$8,854 
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On August 4, 1976 the Corporation issued an Income Debenture to a Canadian chartered bank in the amount of 
$240 million, due on February 1, 1977 and bearing interest at approximately 52% of that bank’s prime lending rate, 
as announced from time to time. No deduction is allowed under the Income Tax Act for interest expense related to 
the Income Debenture (Note 7). Subsequent to December 31, 1976 the Corporation repaid the Income Debenture 
from funds obtained by issuing Bank Income Debentures in the amount of $240 million to the same bank and under 
similar terms. 


While the Bank Income Debentures are not secured by any charge against the assets of the Corporation, there are 
certain restrictions with respect to the disposition or encumbrance of the investment by the Corporation in its 
subsidiary company. 


The Bank Income Debentures bear maturity dates from December 31, 1977 to December 31, 1983 and require 
repayments in each of the next five years as follows: 


1977 - $10 million, 1978 - $20 million, 1979 - $30 million, 1980 - $40 million, 1981 - $50 million. 


Ra 


lot ck PRA es AP 
income 


The provision for income taxes of $11,216,000 differs from the result which would be obtained by applying the 
combined Canadian Federal and Provincial income tax rate of 47% to the earnings before income taxes of 


$14,549,000. This difference results from the following items: 


Amount 
Sem ee DE CLOG LA XCEXDCNISC nek aig Gaia a eevee eet Mee ee a Sl $ 6,838 
Increase (decrease) in taxes resulting from: 
Royalties and other payments 
Poe TOviliGlal GOVEMIMENTS 100 Fak even Ge giet ue eet Glas Seek wee 9,462 
Retundiot taxes under Provincial rebate plans 0063.00 ee ee ec ee (1,126) 
Vax cepietion on Canadian production income oes kia sees Se eee (3,402) 
Peg et re sOUlce ANOMANGOM 2 one oe Bare Sek Fe ae ee aa (5,060) 
Non-deductible interest on Income 
WebentureswN OleiG) en eaudee cee eee Ser rs eee eal Noe en sty 2,424 
Amortization of excess of assigned value over book value 
of assets acquired on purchase of subsidiary company (Note 3).............. 2,080 
Provision for income taxes 


Sea eak sie oee ata ay Verna demae tin 2 ther leu ne sce Yh $11,216 


Percentage of 
earnings before 
income taxes 


47 0% 


65.0 
(7.7) 
(23.4) 
(34.8) 


16.7 


14.3 
TING 


The wholly owned subsidiary, Petro-Canada Exploration Inc. (formerly Atlantic Richfield Canada Ltd.) is not subject 
to income tax pursuant to Section 149 (1) (d) of the Income Tax Act. The Government of Canada has proposed 
legislation excluding Petro-Canada Exploration Inc. from the exemption from taxation provided under the Income 


Tax Act. Income taxes have been provided based upon the proposed legislation. 


Authorized: 


The initial authorized capital of the Corporation was $500 million divided into 100 common shares of the par value 
of $5 million each. This was increased to 116 common shares on the acquisition of the capital stock of Panarctic Oils 


Ltd. 


Pursuant to the Petro-Canada Act, and subject to certain conditions and limitations as to the aggregate amount, the 
authorized capital of the Corporation is increased by the issue of preferred shares. Accordingly, at any time, the 

authorized and issued preferred shares are identical. At December 31, 1976, 158,799,853 preferred shares of the par 
value of $1 each had been issued. Such preferred shares, which are redeemable at par at the option of the 


Corporation, carry no stated rate of dividend and are non-cumulative. 
Issued: 


Common shares 


Number of 
Shares 
Issued during the period to the Government of Canada 
PORN AS LRM ERR RT MT Gt E Ae ea fy pars) Mle a ela iwners sncav ajo opie p eoeetien aces Be 29 
In consideration for the acquisition of the investment and obligations 
of the Government of Canada in Panarctic Oils Ltd. .................. 16 
45 


Consideration 


$145,000 


80,000 
$225,000 


Preferred shares Number of 
Shares Consideration 


Issued during the period to the Government of Canada 


FO RaGaS lye eae ect aie A Se ary ns Phan cos ena a ee 65,000,000 $ 65,000 
In consideration for the acquisition of the interests of 
the Government of Canada in the Syncrude Project..................- 93,799,853 93,800 


15857997853 $158,800 


In addition to commitments incurred in normal exploration activities, the Corporation has the following 

undertakings: 

(a) The Corporation is a participant in a project operated by Syncrude Canada Ltd. to produce synthetic crude oil 
from the Athabasca Oil Sands. The project is expected to be completed in 1978 at an estimated cost of $2.1 
billion. The Corporation's 15% interest will require a total commitment of $315 million of which $170 million 
had been expended to December 31, 1976. 

(b) The Corporation is committed to expenditures of approximately $22 million in connection with the 1977/1978 
financing of Panarctic Oils Ltd. 


a (ee CE 
mTIcearsc 


Aggregate direct remuneration paid or payable in 1976 by the Corporation to the Corporation's directors and 
officers amounted to $34,000 and $308,000 respectively. During the period there was a total of ten directors 
and ten officers, of whom three served in both capacities. 


The Corporation is subject to the Anti-Inflation Act which provides, as from October 14, 1975, a restraint on profit 
margins and compensation to employees. 


To The Honorable Alastair W. Gillespie, P.C., M.P. 
Minister of Energy, Mines and Resources 

House of Commons 

Ottawa, Canada 


We have examined the consolidated balance sheet of Petro-Canada as at December 31, 1976 and the consolidated 
statements of earnings and retained earnings and changes in financial position for the period from the date of 
commencement of operations, January 20, 1976 to December 31, 1976. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests and other procedures as we considered 
necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the corporation as at 
December 31, 1976 and the results of its operations and the changes in its financial position for the period then ended in 
accordance with generally accepted accounting principles applied on a consistent basis. 


We further report as required by Section 77(1) of the Financial Administration Act, that, in our opinion, proper books of 
account have been kept by the corporation and the transactions that have come under our notice have been within the 
powers of the corporation. 


Calgary, Canada leat, WManwetk Milehitlhl 42. 


March 1, 1977 Chartered Accountants 
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Pelro-Ccanacda 
March 31, 1978 


The Honorable Alastair Gillespie, P.C., M.P., 
Minister of Energy, Mines and Resources, 
House of Commons, 

Ottawa, Canada, 

K1A OA7 


Dear Minister: 


On behalf of the Board of Directors, we are pleased to present this second Annual Report of Petro- 
Canada for the fiscal year ended December 31, 1977. 


In accordance with the provisions of the Financial Administration Act, the Report includes the 
Consolidated Balance Sheet and the related statements together with the auditor's report thereon. 


Fun 23 MK fe 


MAURICE F. STRONG WILBERT H. HOPPER 
Chairman of the Board. President and Chief Executive Officer. 


| O77 Highl ights — 1977 was Petro-Canada’s second year of operation; 


— Its activities aim at assisting the realization of Canada’s energy supply 
objectives by initiating and supporting projects which include those which 
are at the frontiers of technical and commercial viability; 


— Its projects have been undertaken in joint venture with private sector 
firms willing and able to share in the risks and opportunities which these new 
projects offer; 


— Its work and direct public investment of funds in the more promising projects 
in the industry are a means of mobilizing public financial support and 
focussed technical effort for particular and important ventures as a 
supplement to the many Government policies which encourage the energy 
industries; 


— In pursuing these objectives, Petro-Canada is: 


— managing one of the larger oil and gas exploration programs in Canada, 
with particular emphasis on the country’s frontier regions; 


— investigating technology for the development of the non-conventional oil 
resources of heavy oil and tar sands; 


— designing and assessing methods of transporting energy to market from 
remote and difficult locations; 


— assessing foreign opportunities which offer a secure supply of competitive 
energy for those Canadian markets which will remain import-dependent 
for some period of time, regardless of success on the Canadian 
technological and geographic frontiers; 


— reviewing technological developments which would provide new sources 
of energy to Canadian markets; and 


— undertaking research and development into Canadian technical 
challenges and opportunities; 


— As part of its Government mandate, Petro-Canada has also been using its 
resources for the management of the interests in certain energy projects 
which the Government has invested in, in support of private industry 
initiatives, prior to the creation of this Corporation —i.e., Syncrude, 
Panarctic Oils Ltd. and Polar Gas; 


fe 
— Its activities are also intended to increase Government knowledge of, and 
sensitivity to, the risks and opportunities in the Canadian energy business to 
help ensure that its policies in the energy field reflect these realities. 
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Exploration 
1. Petro-Canada ranked 10th in Canada in number of wells drilled in 1977. 
2. Total exploration expenditures in 1977 were $60.5 million. 


3. The Corporation participated in 13 of the 27 wells drilled in Canada’s 
frontier region in 1977. 


4. It was the most active company funding exploration on the Scotian shelf in 
laze 


5. Petro-Canada purchased sole ownership of 3 million acres of land in 
northern Baffin Bay containing promising geological prospects. 


6. Atyear end the Corporation owned 93 million gross acres of leases in 
Canada; net 15 million acres. 


7. In 1977 Petro-Canada drilled 128 wells of which 86 were gas producing 
wells and 18 were oil producing wells. 


Project Development 


1. Petro-Canada is project leader in the Arctic Pilot Project to investigate the 
feasibility of moving Arctic gas to southern markets via liquid natural gas tanker. 


2. It is involved in the Polar Gas group to look at the feasibility of moving 
Arctic gas south by pipeline. 


3. Petro-Canada is involved in designing the first offshore Arctic well 
completion, is conducting innovative ice movement studies and is working 
with others to develop a new offshore Arctic drilling system. 


4. The Corporation has undertaken extensive studies of factors related to 
heavy oils development, including exploration, production technology, 
enhanced recovery, upgrading systems and transmission systems, to permit full 
utilization of this oil reserve for Canadian needs. 


5. Petro-Canada is involved in a joint venture to investigate the feasibility of 
moving Western Canadian gas to new markets in Quebec and the Maritimes. 


6. As the operator in a large joint venture in the Alberta Oil Sands, it is 
actively researching and planning the testing of in-situ processes to develop oil 
sands. 


Financial 


1. In 1977, Petro-Canada, through development activities, added 21 billion 
cubic feet of gas to its reserves. Total 1977 gas production was 32.5 billion 
cubic feet before royalty, leaving reserves of 821.8 billion cubic feet at year 
end. 


2. In 1977, Petro-Canada added 2.9 million barrels of oil and natural gas 
liquids to its reserves. Total 1977 oil and natural gas liquids production was 
10.2 million barrels leaving reserves of 151.6 million barrels at year end. 


3. Sales of oil, gas and natural gas liquids generated revenue of $88.7 million 
after royalty. 


4. Atyear end the consolidated assets of the Corporation were $878.7 million 
consisting of: 


$ 48.1 million — current assets 

$ 91.8 million — investment in Panarctic Oils Ltd. 
$259.1 million — investment in Syncrude Project 
$479.7 million — other property, plant and equipment 
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Corporate Report 


Petro-Canada was established to 
assist the Canadian Government 
achieve its goal of assuring Canada’s 
future energy supply. In 1977, the 
second year of operation, it 
continued the systematic 
examination of potential sources 
which could have a significant impact 
on Canada’s energy supply. The 
Corporation undertook an active 
frontier exploration program, 
research into improved methods of 
developing and delivering existing 
resources and research into the 
utilization of additional potential 
sources of oil and gas. 


Since its start of business in early 
1976, Petro-Canada has become a 
substantial presence in Canada’s 
energy industry. It has a fully 
operational exploration staff 
managing one of the larger oil and 
gas exploration programs in Canada. 
In 1977, Petro-Canada ranked 10th in 
number of wells drilled in Canada. 


With the creation of Petro-Canada 
the Government added another 
method of providing for Canada’s 
energy needs. Direct public 
investment through Petro-Canada 
complements a broad range of public 
policies by stimulating specific 
ventures to achieve Canada’s energy 
goals. This investment will increase 
Government's knowledge of, and 
sensitivity to, the risks and 
opportunities in the energy business, 
and help to ensure that public 
policies in the energy field reflect 
these realities. 


Petro-Canada’s participation is not, 
and will not be, at the expense of 
opportunities for private sector 
investment. On the contrary, it has 
expanded such opportunities by 
undertaking its ventures in 
association with others willing to 
make the necessary investments to 


achieve Canada’s energy goals. It 
increases the extent of Canadian 
participation in this crucial industry. 
It has mobilized public financial 
strength to promote activities in the 
energy field which are of high 
priority. Petro-Canada manages those 
public energy investments which the 
Government was urged by industry to 
undertake when the private sector 
needed assistance in the particular 
ventures. 


In its two years of operation Petro- 
Canada has participated in joint 
ventures with the private sector to add 
to the available talents and resources 
working toward the accomplishment 
of national energy goals. The 
Corporation has frequently been 
asked by private firms to join in 
ventures whose size, timing and risk 
require the participation of many 
firms if the effort is to be within the 
financial capacities of the individual 
participants. 


An important motivation in Petro- 
Canada’s activities is the catalytic 
role it plays in stimulating new yw, 
approaches and initiatives to ‘ 
significantly improve Canada’s 
energy supply or assure that potential 
alternatives are adequately 
considered before large-scale, long- 
term commitments are made. This 
catalytic role involves Petro-Canada 
in expenditures designed to test the 
feasibility of new projects and 
stimulate private sector investment in 
them. 


Petro-Canada’s role in such a project 
may often be fulfilled when the 
private sector undertakes it, whether 
or not Petro-Canada participates 
directly; or when its work facilitates 
Governmental decision-making by 
helping to point out and evaluate 
alternatives. Major initiatives have 
been undertaken by the Corporation 
to assess the feasibility of several 
projects. Of those undertaken, some 


will prove to be viable, others may 
have to be rejected and others may 
require only a minor role by Petro- 

Canada. 


Canada’s Energy Requirements 


The current context of Canada’s 
energy scene, in which Petro-Canada 
must make its investment decisions, 
is characterized by: 


— A depleting oil supply in which 
the volumes consumed are not 
being replaced with sufficient new 
discoveries to satisfy growing 
future domestic energy 
requirements; 


— A relatively more abundant supply 
of gas, but one where there is a 
continuing need to develop new 
sources to meet long-term 
requirements; 


— An international marketplace with 
increasing prices for oil and gas 
where the development of costly 
domestic resources must be 
considered in the context of those 
international prices and the 
relative security of supply. 


In this context Petro-Canada sees the 
need: 


— To promote conservation as the 
least costly way to improve 
Canada’s energy supply outlook; 


—For aggressive exploration efforts 
in currently producing oil and gas 
fields which are capable of rapid 
development; 


— For active exploration of more 
remote frontier areas, where the 
time lapse between initial 
discoveries and final delivery can 
be long, and where there is a need 
to know the size of the potential 
of these areas to formulate 
appropriate national energy 
policies; 


—To stimulate accelerated 
development of Canada’s large 
reserves of heavier oils; 


— To initiate measures to assure 
access by Canada to the 
significant supplies of foreign oil it 
will require to meet future needs; 


— To develop the technology 
required for increased production 
and transportation of oil and gas 
from isolated frontier regions; 


—To stimulate the development of 
alternative sources of energy. 


Exploration 


Petro-Canada has joined with 
industry to promote exploration and 
development activity in frontier areas 
where Canada’s largest potential 
energy sources may be found. In 
addition to the development 
potential which could result from 
exploration, this activity will give 
policy-makers as much knowledge as 
possible of Canada’s energy resources 
on which to base energy policy 
decisions. 


Petro-Canada has been active in most 
of Canada’s frontier regions where 
increased levels of exploration were 
possible and could be justified by the 
potential. Petro-Canada has been the 
most active explorer in the Scotian 
Shelf region over the last two years. It 
is exploring promising prospects in 
the High Arctic directly and through 
its involvement in Panarctic Oils Ltd. 
and has been developing a program in 
adjacent regions. In the Mackenzie 
Delta and onshore Northwest 
Territories, the Corporation is 
continuing some work. It was involved 
in 13 of the 27 wells drilled in these 
regions in 1977. 


In its two years of operations, Petro- 
Canada has spent $76.9 million in 
Canada’s frontier regions excluding 
its involvement in Panarctic. 


Petro-Canada has also been involved 
in exploration in the more 
conventional areas of oil and gas 
production of Western Canada. 
These activities relate mainly to land 
already owned by Petro-Canada 
where drilling has been undertaken 
to increase production capacity. The 
Corporation's expenditures for 
exploration and development 
activity in this area since inception 
have been $24.1 million. 


Project Development 


Petro-Canada has taken a lead role in 
developing new projects in areas 
where innovative approaches and 
new technology may contribute 
significantly to increasing the supply 
of energy for Canada. 


The Corporation has been examining 
all aspects of conventional heavy oil 
development in Canada to find the 
best possible method of making use 
of this resource. 


Extensive investigation of the 
potential use of liquefied natural gas 
(LNG) tankers to transport Arctic gas 
to southern markets was carried out 
in to 77e 


As a member of the Polar Gas 
consortium, Petro-Canada continues 
to look at the economic, 
technological and environmental 
aspects of a pipeline to move Arctic 
gas to southern markets. 


The Corporation is the operator ina 
joint venture covering 1.2 million 
acres of Alberta oil sands, where 
considerable industry interest has 
been shown in the development of 
an in-situ recovery technology for 
which Petro-Canada has basic 
patents. 


Petro-Canada and partners joined in 
the summer of 1977 to investigate 
the potential of extending Canada’s 
gas transmission system beyond 
Montreal to the rest of Quebec and 
the Maritimes. The Corporation and 
its partners are investigating the 
feasibility and pricing issues of 


utilizing Western Canadian gas to 
displace imported oil which currently 
serves these markets. 


Previous Government Investments 


A major Corporation activity, on 
behalf of Canada, has been to 
manage those assets which the 
Government of Canada transferred to 
Petro-Canada in 1976. These include 
a 15% equity participation in the 
Syncrude Project; and a 45% 
ownership of Panarctic where it has 
continued to support substantial 


exploratory activity in the Arctic Islands. 


Advice To Government 


On the basis of its actual experience 
in the industry, Petro-Canada 
provides advice to the Government 
to assist in the development of 
policies which will help realize 
Canada’s energy goals. The 
Corporation also believes that its role 
requires that it undertake a thorough 
examination of alternative 
approaches to reaching energy goals 
for the country. Its studies of the 
Arctic Pilot Project, the extension of 
gas pipelines to Quebec and the 
Maritimes, heavy oils and Alberta oil 
sands development were undertaken 
to ascertain the commercial viability 
of these activities, to determine an 
appropriate role for the Corporation 
in these fields, and to ensure that 
Government is provided with the 
broadest range of alternatives for 
consideration in making policy 
decisions. 


Petro-Canada believes that the 
potential for conventional oil and gas 
reserves in the Western Sedimentary 
Basin exceeds official estimates. Oil 
discoveries in Alberta over the past 
year have been very encouraging and 
the industry has been increasing its 
activity in pursuit of additional 
conventional oil. Policies should 
continue to focus on the 
development of conventional light 
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oil reserves in Western Canada in 
keeping with the relatively 
favourable economic merits of these 
sources in relation to non- 
conventional sources or frontier 
prospects. The economic advantages 
encouraging the search for additional 
conventional oil are somewhat 
diminished by current high land 
values which have emerged as an 
addition to exploration costs. 


As well, Petro-Canada believes that 
expanded markets are available for 
the supply of Western Canadian gas 
that is known to exist. If the price of 
gas were allowed to become more 
competitive, this gas could displace 
imported oil and decrease the future 
demand for less abundant Canadian 
oil. The relative prices of natural gas 
and oil in Canadian markets are vital 
factors in both resource development 
and the assurance of long-term supply. 


Research and Development 


In keeping with its mandate to 
stimulate new activities and unlock 
the potential of Canadian energy 
sources, Petro-Canada believes that 


research and development must 
constitute an increasingly important 
part of its efforts. There are always 
unique aspects to any country’s 
requirements and research and 
development require a large 
commercial base to support the 
uncertain pay-off from the 
investments. 


Petro-Canada intends to expand its 
contribution to research and 
development in Canada, focused 
entirely on Canadian problems and 
priorities and carried out by 
professional talent resident in the 
country. The resulting technology 
will be directed in Canada and 
applied for the benefit of the 
Canadian energy industries and 
markets. 


In its acquisition of the Canadian 
subsidiary of Atlantic Richfield 
Company, Petro-Canada was able to 
assure that ownership of basic patents 
for in-situ extraction of oil from oil sands 
was transferred to Petro-Canada. This 
has enabled the research and 
development program, of which these 
patents are a part, to continue in Canada 
for the benefit of Canada. 


The Corporation decided in 1977 to 
develop a research facility in Calgary 


to cover a wide range of research in 
exploration, development and 
recovery of conventional oils, heavy 
oils and bitumen and geophysical 
processing. 


Petro-Canada and partners are also 
developing new technologies for 
offshore Arctic well completions and 
new drilling systems to increase Arctic 
exploration opportunities. 


Canada Oil and Gas Act 


On December 20, 1977 the 
Government of Canada introduced 
The Canada Oil and Gas Act in the 
House of Commons. The Act, among 
other things, provides a preferential 
treatment for Petro-Canada in 
selecting Crown lands for 
exploration. The Corporation was 
given the right to select up to 25% of 
existing and future Crown lands for a 
period of seven years. 


Petro-Canada may acquire up toa 
25% interest in land whose current 
tenure term of 12 years has expired 
without significant oil or gas 
discoveries having been made — 
when such land is available for 
provisional lease and special renewal 
permits to its previous permit 
holders. This latter right would be 
diminished where permit holders 
have significant Canadian equity and 
can be removed completely if the 
permit holders’ Canadian equity is 
35% or more. 


Petro-Canada’s intention is to utilize 
the options available to it to try to 
accomplish the level of activity 
which geological data will justify and 
the needs of Canada dictate. The 
Canadian Government's policy of 
ensuring a degree of Canadian 
participation, whether through Petro- 


Canada or through other Canadian 
interests, is intended to increase the 
opportunities and benefits which 
may be available to Canada from its 
resource utilization. 


Secure Access To Imported Energy 


Petro-Canada believes that it is likely 
that Canada will, for the foreseeable 
future, require or find economic the 
purchase of some oil supplies from 
outside Canada. Secure access to 
such supplies is part of Canada’s 
policy and must constitute one of the 
Corporation's goals. 


Petro-Canada is making contact with 
its many foreign counterparts and 
their governments for the purpose of 
identifying opportunities to ensure 
greater security of supply of foreign- 
sourced energy. Participation in 
selective foreign exploration ventures 
offers the prospect of earlier 
deliveries of oil than the Canadian 
frontiers, where exploration to date 
has resulted in disappointingly 
limited amounts of new oil reserves. 
It may also enhance the direct access 
for Canada to such oil as a 
complement to reliance on existing 
worldwide networks which currently 
supply Canadian import 
requirements. While no undertakings 
have been made, Petro-Canada will 
continue to pursue the Canadian 
interest in access to oil in what may 
become a more supply-constrained 
market for international oil. 


Environmental and Social Affairs 


Petro-Canada is committed to being 
an industry leader in environmental 


protection and social responsibility. 
Environmental and social 
considerations are incorporated into 
the decision-making process both at 
the senior levels of management and 
at an operational level to assure that 
decisions are based on an acceptable 
balance of economic, social and 
environmental factors. 


Alternative Energy Sources 


While Petro-Canada has focused its 
attention on the development of 
petroleum resources, the Corporation 
also recognizes that oil and gas 
cannot be the exclusive focus of 
future energy developments. 
Renewable energy sources may 
increasingly be developed which 
prove to be economically and 
strategically appropriate for various 
applications. 


Petro-Canada has participated ina 
study to determine the technical, 
economic and market potential for a 
modular renewable energy centre. 
This centre would use solar, wind and 
biomass energy sources to generate 
electric energy in rural and isolated 
areas where connection to an energy 
grid or the use of diesel fuel to power 
electrical generation is prohibitively 
expensive. 


Personnel 


Petro-Canada in its first two years has 
grown substantially and has gone 
through a major acquisition. The first 
two years has seen the recruitment of 
a high quality team numbering over 600 
which constitutes one of the 
Corporation's prime assets. These first 
two years have seen the development 
of a broad range of employee-related 
policies and services. 


Exploration and 
Land Review 


In 1977, Petro-Canada continued 
exploration in Canada’s frontier 
regions, specifically the Scotian Shelf, 
Arctic Islands and Northwest 
Territories. Activity in these areas 
would have been significantly 
reduced without Petro-Canada’s 
programs. In the well established 
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Scotian Shelf 


Petro-Canada’s exploration program 
on the Scotian Shelf was the major 
program in Eastern Canada’s offshore 
region in 1977. The final well in the 
Shell Canada Limited farm-in program 
on the Scotian Shelf was drilled at 
Moheida P-15 and abandoned at 
14,100 feet. 


Petro-Canada has now fulfilled all its 
obligations in this program, earning a 
45% interest in the 4.1 million permit 
acres of Shell land. An encouraging 
oil show, found at Penobscot L-30 in 
1976, resulted in the drilling of an 
unsuccessful delineation well at 
Penobscot B-41 in 1977. The 
Corporation's partners in this activity, 
Shell and Sulpetro of Canada Limited, 
participated in this well. 


producing areas of Western Canada, 
Petro-Canada has participated ina 
number of ventures. 


The acreage summary chart details 
the distribution of the 93 million acre 
land inventory in which Petro- 
Canada holds an interest. 
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The Corporation continued its drilling 
program on the Scotian Shelf in 1977 
to earn a 40% interest in 1.1 million 
acres of Mobil Oil Canada Limited 
land in the Sable Island area. In June 
1977, a jackup rig, suited for drilling 
in very shallow water, started the 
Sable Island drilling program which is 
being operated by Mobil on behalf of 
Petro-Canada. At year end, Migrant 
N-20 had reached final total depth of 
14,661 feet. While one thin zone 
yielded a flow of gas, tests of thicker 
gas bearing sands did not yield 
sufficient gas to permit production. 
The well was abandoned in early 
17S: 


Migrant N-20 is the first well of a 
four-well commitment program on 
the West Sable block. Petro-Canada 
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can earn a 40% interest in 640.1 
thousand permit acres by the 
expenditure of $40 million. 


On the East Sable block, Petro- 
Canada is committed to drill an 
18,500 foot test to earn a 40% 
interest in 243.9 thousand permit 
acres. An additional interest of 40% 
in 220.3 thousand permit acres can 
be earned by drilling a second deep 
test. 


In February 1978, Kaiser Resources 
Limited joined Petro-Canada in the 
Sable Island farm-in program. Kaiser 
will acquire 25% of the interest 
earned by Petro-Canada by sharing in 


the costs of the program. 
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Newfoundland — 
Labrador Offshore 


No exploratory drilling took place off 
Newfoundland and Labrador in 1977 
due to a jurisdictional dispute 
between Newfoundland and the 
Federal Government. Exploration 
activities by the industry were 
confined to small seismic programs 
designed to delineate prospects to be 
explored when drilling is resumed. 


Petro-Canada, while not yet owning 
any land in the area, pursued these 
programs in conjunction with several 
partners on each of the three projects 
in the area which in total cover 22.2 
million permit acres in which Petro- 
Canada can earn varying interests. 


Petro-Canada and its partners 
participated in a major environmental 
study costing $1.4 million in 
preparation for drilling on the 
Aquitaine Company of Canada 
Limited option lands in 1979. 


Eastern Arctic 


In the summer of 1977, Petro-Canada 
acquired full ownership of three 
million acres at the north end of 
Baffin Bay. Northern Baffin Bay is a 
highly promising, though as yet 
untested, sedimentary basin which 
has the attributes to be a significant 
hydrocarbon producing area. 


The Corporation is identifying the 
necessary environmental studies 
which must be undertaken in order to 
establish a program to ensure protection 
of this area which is one of the most 
biologically abundant areas of the 
Canadian Arctic. 


Arctic Islands 


Petro-Canada is a shareholder in 
Panarctic; an 18% working interest 
partner in the Arctic Islands Exploration 
Group; and a small landowner on its 
own in the Arctic Islands. 


The Arctic Islands Exploration Group, 
comprised of Panarctic, Imperial Oil 
Limited, Gulf Oil Canada Limited and 
Petro-Canada, spent $14 million in 
seismic surveys and exploration wells in 
1977. Offshore at Drake P-40, a well 
was drilled on the easterly extension of 
the Drake Point structure. A second well 
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was drilled on western Melville Island at 
Depot Island C-44. Both wells were 
unsuccessful. 


Two additional offshore wildcat 
wells will be drilled to further explore 
prospects in 1978. Roche Point 0-43 
will be drilled on an offshore 
structure immediately west of the 
Sabine Peninsula while Cape Grassy 
I-34 will test an offshore prospect 
west of the Hecla structure. 


The current programs represent full 
utilization of the rigs available for 
offshore drilling in the area. Petro- 
Canada is working with other 
companies to have designed and 
built an aircushioned drilling system 
which could be available by 1980 for 
Arctic offshore exploration. This 
could augment the traditional ice 
platform drilling now used in offshore 
work and thereby allow exploration 
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activity to move more quickly on 
Arctic offshore drilling prospects. 


The Corporation is also conducting 
innovative studies on prediction of 
ice movement to fully understand the 
complex factors which control ice 
movement in the Arctic environment. 
This process is important to further 
potential exploration and 
development projects in the area. 


Onshore, Petro-Canada joined with 
Panarctic and its partners to conduct 
an exploration program on large 
untested onshore structures which 
could contain large quantities of 
either gas or oil. Under this program, 
Petro-Canada participated in the 
Sophie Point G-19 well on Vanier 
Island which was abandoned and 
started a second well at Beverley 
Inlet G-13 which was drilling at year- 
end. 


Seismic surveys conducted in 1977, 
combined with previous surveys, 


A. Depot Island C-44 
B. Cape Grassy I-34 Es 
C. Roche Point O-43 BE 


D. Drake P-40 
Sophie Point G-19 
Beverley Inlet G-13 


have outlined numerous additional 
prospects in the offshore Sverdrup 
Basin. 


In addition to those wells in which 
Petro-Canada participated directly, 
Panarctic, in which Petro-Canada has an 
interest, drilled three wells in the Arctic 
at Bent Horn M-12, Bent Horn |-01-A 
and Southwest Hecla C-58. 


Mackenzie Delta - 
Beaufort Sea 


Petro-Canada participated in the 
drilling of one onshore test in the 
southwestern part of the Mackenzie 
Delta. Fish River B-40 was drilled toa 
depth of 11,490 feet and was 
abandoned. Further seismic surveys 
will be run in 1978, but no further 
drilling is planned until 1979. 


Exploration activities continued on 
offshore lands west of Herschel Island 
on 642.9 thousand permit acres of 
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land owned by Petro-Canada, which 
had been farmed out to Dome 
Petroleum Limited. Dome commenced 
preparation of the Natsek E-56 location 
in 1977. 


Mackenzie Plain 
and Yukon 


Petro-Canada participated in two 
unsuccessful exploratory wells in this 
area in 1976. The first was in the 
Yukon at Mobil Gulf Peel YT H-71 
which tested a small quantity of gas. 
The second well, Mobil Gulf Sadene 
D-02, was drilled to test sands north 
of the area where an initial gas 
discovery had already been made at 
Tedji Lake. Petro-Canada will 
continue testing this play jointly with 
Gulf at PEX Gulf Fina Colville L-21, on 
a structure 20 miles east of the Tedji 
Lake well. 


Further to the south, close to the 
Northwest Territories - Alberta 
border, Petro-Canada will join Gulf 
Oil in the drilling of the Arrowhead 
M-05 well. 


British Columbia 
and Alberta 


Petro-Canada has been involved in 
both British Columbia and Alberta, 
through exploratory and delineation 
drilling on its previously held lands 
and on some lands acquired in 
adjacent areas. 


In 1977, Petro-Canada participated in 
two successful delineation wells in 
the Hanlan Beaverhill Lake gas field. 
Delineation drilling is continuing. 


An active drilling program in the 
Bison Lake shallow gas play resulted 
in the drilling of six successful gas 
wells. Additional drilling is underway 
in 1978 to fully delineate this gas 
field. 
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Acreage Summary Chart 


Millions of Acres 


1977 1977 Maximum 

Area Gross Acres Net Acres Net Earnable 
East Coast B26 4.9 ).3) 
Arctic Islands 89.5 ve 5s 
Beaufort Sea, 

N.W.T. & Hudson Bay 1588) 6.3 Wee) 
British Columbia 4 3 ) 
Alberta cy 2.0 2.0 
Alberta Oil Sands 1.6 6 6 
Total Acreage (88.0) 92.6 (10.8) 15.3 (19.3) 25.0 


‘‘Net acreage’ represents the land earned at year-end 1977, ‘maximum net earnable’’ shows land 
which can be earned if all options are exercised and includes net acreage already acquired. 
Comparative numbers for 1976 are shown in parentheses. This acreage table does not include the 
acreage held by Panarctic Oils Ltd. nor does it include any lands on which Petro-Canada may 
exercise preferential rights provided by legislation. 


At Connorsville further wells were Delineation drilling in the Utikuma oil 
drilled to develop producing field resulted in the discovery of new 
capability for Petro-Canada’s new gas oil reserves which added to the field 
processing facility. producing capacity. 


Operations 


Production 


In Western Canada, Petro-Canada 
held varying interests in and operated 
approximately 1,000 oil and gas wells, 
seven gas plants, 11 gas treating and 
compressor stations and 15 
consolidated oil handling facilities. 
The Corporation held varying 
interests in numerous other oil and 
gas projects or units operated by 
other companies. During the 12 
month period, Petro-Canada 
participated directly in 112 appraisal 
and development wells which 
resulted in 18 oil wells and 84 gas 
wells. 


oGas Field 
Oil Field 


Reserves 


In 1977 Petro-Canada added 2.9 
million barrels of oil and natural gas 
liquids to its reserves. This was offset 
by 10.2 million barrels of production 
leaving reserves of 151.6 million 
barrels at year end. Petro-Canada 
added 53.6 billion cubic feet of gas to 
its reserves to offset production of 
32.5 billion cubic feet of gas leaving 
reserves of 821.8 billion cubic 

feet at year end. All reserves are 
before royalties and are Petro-Canada 
estimates. 


a4 tT 


Syncrude Blocks 
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1977 Well Completions 


<S APPRAISAL 
EXPLORATORY DELINEATION DEVELOPMENT TOTAL 

Gross Net Gross Net Gross Net Gross Net 
COTE ata Serene s Rarer _— — — — 18 10.6 18 10.6 
(GAS are sonra rin eves 2 2 18 13.6 66 40.8 86 55.6 
DIR: ceote Seka Ce amet 14 6.8 5 4.5 5 3.9 24 WD 
Otalipacwey. chee ate 16 8.0 23 {tse 1 89 ae. 128 81.4 
Ojl and Natural Gas Shallow drilling in Southern Alberta 


Natural Gas 

Liquids 

The Corporation’s production of oil 
and natural gas liquids averaged 
27,975 barrels per day, before 
royalty. Production for 1977 was 
maintained at the same levels as the 
previous year — about 70% of 
capacity. The average price during 
1977 for these products was $10.07 
per barrel. Major fields contributing 
to Petro-Canada’s production 


included Swan Hills, Bellshill Lake and 
Nipisi. 
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Petro-Canada Photo 


Gas production averaged 88.9 million 
cubic feet per day, before royalty. By 
comparison, during 1976 production 
averaged 87.8 million cubic feet per 
day. Major fields contributing to the 
Corporation's gas production were 
the Alderson, Medicine Hat, and Keg 
River shallow gas operations; Gold 
Creek; and fields in northeastern 
British Columbia. The average price 
for natural gas sold during the year 
was $1.16 per thousand cubic feet. 


continued to highlight gas reserve 
development. Construction of a 30 
million cubic feet per day gas plant to 
be operated by Petro-Canada in the 
Connorsville area of southeastern 
Alberta neared completion at year 
end. Construction of a 25 million 
cubic feet per day plant at Paddle 
Prairie resumed in 1977 following 
successful resolution of gas purchase 
contracts and land access rights. 
Connection of other shut-in gas 
reserves and facility modification to 
increase gas sales were continued in 
oe 


During the year, Petro-Canada’s gas 
production was adversely affected by 
industry-wide curtailment of gas 
contract sales due to oversupply and 
market constraints. These constraints 
further slowed contract negotiations 
on currently shut-in reserves. Oil 
prorationing as a result of 
conservation schemes and export 
restrictions continued to reduce sales 
of oil-associated gas. These 
constraints reduced the 
Corporation's production to an 
average of 85% capacity during the 
year. 


Production 


Oil, Condensate and Natural Gas Liquids 
— 1977 (before Royalty) 


(thousands of 


barrels) 
ALBERTA 
Swan Hills 1,829 
Bellshill 1,442 
Nipisi 1,3 
Carson Creek North 748 
Redwater 710 
Utikuma 686 
Swan Hills South 397 
Virgina Hills 250 
Snipe Lake 242 
Kaybob D335) 
Pembina DiS 
Gilby 206 
Other P2005 
Sub-Total 9546 
BRITISH COLUMBIA 665 
TOTAL GROSS 


PRODUCTION 10,211 


(average production 
27,975 barrels per day) 


Petro-Canada Photo 


Natural Gas Production — 1977 


(before Royalty) 


ALBERTA 


Medicine Hat 
Alderson 
Gold Creek 
Keg River 
Westlock 
Kaybob 
Swan Hills 
Carson Creek 
Edson 
Sedgewick 
Connorsville 
Swan Hills South 
Redwater 
Other 


Sub-Total 
BRITISH COLUMBIA 


TOTAL GROSS 
PRODUCTION 


(average production 88.9 
million cubic feet per day) 


(millions of 
cubic feet) 


6,031 
5,381 
3,755 
2,499 
1,319 
1,238 
1213 
911 
801 
611 
444 
421 
411 
2,547 


Dell g XB 
4,885 


32,467 


Syncrude 


Construction of the Syncrude Project 
in which Petro-Canada has a 15% 
interest was 95% complete at year- 
end 1977. The Corporation's 1977 
expenditures of $88.7 million 
brought its total expenditures in the 
project at year-end to $259.1 million. 
Estimated total cost of the Project is 
$2.1 billion excluding related 
facilities and pipelines which are not 
directly owned by the participants. 
Syncrude will start up in 1978. 


On December 21, 1977, Bill C-19 
was introduced into the House of 
Commons for first reading. The Bill 
provides amendments to the 
Petroleum Administration Act to give 
effect to a Federal Government 
commitment to allow international 
prices for the production of the 
Syncrude Project. 


el MoOlcer 


Petro-Canada is operator for the P.C.1. 
project, a three company consortium 
of Petro-Canada, Canada-Cities 
Service Limited and Imperial Oil 
Limited, which holds 1.2 million acres 
in 34 leases of in-situ acreage in the 
Alberta oil sands. 


The design and cost estimate for the 
installation and operation of a small 
field pilot to test the electric pre- 
heat/steam drive recovery process, for 
which Petro-Canada has the basic 
patents, were completed in 1977. The 
P.C.I. Group has sought funding for 
this initial pilot from various sources. 


_ As required by regulation, the P.C.1. 


Group submitted a five-year work 
program to the Alberta Department 
of Energy and Natural Resources. 
Accepted in June 1977, the work 
program will commence with 33 core 
holes to evaluate the leases in the 
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Syncrude Canada Ltd. 


northwest portion of the group’s 
holdings. The total cost of this drilling 
program, to be carried out in the first 
quarter of 1978, is estimated at a 

gross of $2.5 million of which Petro- 
Canada’s share is $833.0 thousand. 
The P.C.I. Group plans to continue with 
the evaluation of its 34 leases with 
similar core hole drilling programs 
during the next three drilling seasons. 
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Conventional 


Heavy Oil 


Heavy oil deposits in Canada, 
estimated to be in the order of one 
trillion barrels, are a large and 
relatively untapped energy resource. 
Petro-Canada has been actively 
engaged in an examination of the 
magnitude of these reserves, the 
technical aspects of their 
producibility and the technology and 
economics of their production and 
upgrading. This program has 

been sufficiently encouraging to 
Petro-Canada to justify more detailed 


work. Petro-Canada’s initiatives have 
helped to accelerate the industry 
work for heavy oil development. 


Despite the fact that Petro-Canada 
has no land rights in the area, and 
therefore no heavy oil production, it 
will continue to pursue both 
technical and economic studies 
essential to launching the substantial 
development and upgrading of heavy 
oils necessary to bring this potential 
resource into full utilization. 


Polar Gas 


Petro-Canada continued as a 
participant in the Polar Gas Project 
during 1977. 


The Polar Gas Project has concluded, 
based on its studies and current 
reserves forecasts, that a natural gas 
pipeline is the preferred means of 
transporting large quantities of 
natural gas from the Arctic Islands. 


Originating on Melville Island, the 
2,300 mile line will move gas 
through the Northwest Territories, 
and Manitoba into Ontario where it 
will terminate at an interconnection 
with the TransCanada PipeLine 
system near Longlac, Ontario. 


Polar Gas made application on 
December 21, 1977 to the National 
Energy Board and the Department of 
Indian and Northern Affairs for the 
necessary approvals to construct and 
operate the pipeline. 


Petro-Canada, in accordance with its 
Polar Gas Participation Agreement, 
did not participate in these 
applications, but is continuing to 
help finance the research and 
engineering necessary for this project 
pending the location of the required 
volumes of gas in the Arctic Islands to 
fill the proposed pipeline system. 


Petro-Canada Drawing 


Arctic Pilot 
Project 


During 1977, Petro-Canada 
completed the preliminary 
engineering and economic evaluation 
of producing liquefied natural gas 
(LNG) in the Arctic Islands and 
transporting it by icebreaking tankers 
to southern markets. This project is 
being developed as a joint venture 
of Petro-Canada (project leader) and 
The Alberta Gas Trunkline Company 
Limited. Melville Shipping Limited, a 
consortium of Canadian companies, 
is participating in the development 
and design of the transportation 
system. 


The project involves the construction 
and operation of facilities to transport 
250 million cubic feet per day of 
natural gas to be produced in the 
Melville Island area to East Coast 
markets. 


The construction of this system 
would provide a start for production 
and deliveries from the Arctic Islands. 
It would give actual operating 
experience for construction, 


production and transportation in this 
remote and difficult environment as 

well as advance the technology and 

operating experience in ice breaking 
transportation. 


The preliminary evaluation studies 
have included engineering analyses 
of pipelining, plant design, 
construction logistics and LNG tanker 
construction and operations in the 
Canadian Arctic, as well as the 
environmental and social impact of 
such activities. 
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Environmental 
and Social Affairs 
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Environmental and social factors are 
intimately inter-related to the 
economic feasibility of energy 
development projects. Petro-Canada 
is committed to being an industry 
leader in environmental protection 
and social responsibility. 


Environmental and social ye 
considerations include impacts on“ " 
local communities and settlements, 

as well as impacts on the biophysical 
environment. These elements are 
incorporated into Petro-Canada’s 
decision-making process through 

early and thorough impact studies 

and community consultations, to 
assure that decisions are based on an 
acceptable balance of economic, 
social and environmental factors. 


During 1977, the corporate 
environmental and social affairs 
office, which reports to the President, 
completed the implementation of an 
environmental management strategy 
which decentralizes responsibilities 
to the operating levels and integrates 


policies and guidelines at the 
corporate level. The corporate office 
continues to provide policy advice to 
senior management and represents 
Petro-Canada in many interactions 
with government and other 
organizations. 


Petro-Canada is currently planning a 
multi-million dollar environmental 
study to meet the requirements of 
the Eastern Arctic Marine 
Environmental Study and assure that 
full account is taken of the interest 
and concern of northerners who may 
be affected by the proposed 
development. 


Petro-Canada has undertaken 
substantial studies in conjunction 
with its work on the Arctic Pilot 
Project. Environmental impacts have 
been an important consideration in 
the analysis of heavy oil 
development in Alberta and 
Saskatchewan. 
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Financial Review 


Petro-Canada is wholly owned by the 
Federal Government and its shares 
cannot be issued to any other holders 
under the terms of the Petro-Canada 
Act, the law under which the 
Corporation was established as a 
Crown Corporation and agent of the 
Government. Parliamentary approval 
is required for the Government to 
invest funds in the Corporation. 


The Petro-Canada Act gave 
Parliamentary authority to the 
Government to invest up to $1.5 
billion in the Corporation. However, 
the actual advancing of these funds is 
intended to occur over a period of 
years and only against capital 
projects whose budgets have been 
approved by various Governmental 
authorities. 


Each autumn the Corporation 
prepares an annual capital budget for 
the forthcoming calendar year. 
Expenditures.on t jects can 
only occur, regardless of the source 
of funds, following approval of the 
Governor-in-Council, on the 
recommendation ofthe Minister of 
Energy, Mines and Resources, the 
Minister of Finance, and the President 
of the Treasury Board. 


Since January of 1976 when the 
Corporation began business, the 
government has invested $280.0 
million in the common shares and 
$258.3 million in preferred shares of 
the Corporation, a total of $538.3 
million of the $1.5 billion which the 
Government is authorized to invest. 
The Government's declared intention 
was that the total funds 
contemplated by the Act should see 
the Corporation through its first 5 - 7 
years of activity, depending upon the 
opportunities for worthwhile 
projects. 


In addition to this source of funds, 
Petro-Canada has incurred outside 
debt in the amount of $244.0 million 
of which $214.0 million remained 
outstanding at December 31, 1977. 


The Corporation's operating revenue 
of $88.7 million was generated 
almost entirely from oil and gas 
production. This represents an 
increase of $57.2 million over the 
1976 amount and reflects slight 
production increases for both oil and 
gas, higher prices for both these 
products, and the inclusion of a full 
12 months of Petro-Canada 
Exploration Inc.'s results. This wholly- 
owned subsidiary was acquired 
August 1, 1976. Additional income 
was generated from cash balances on 
hand through the course of the year 
resulting in total revenue of $92.7 
million. 


Earnings before taxes of $30.4 million 
in 1977 are up from $14.5 million in 
1976. While sufficient deductions 
were available to eliminate current 
income taxes, full provision was made 
for deferred income taxes of $20.9 
million, leaving net earnings of $9.5 
million for the year. This compares 
with a deferred tax provision of $11.2 
million for 1976 and net earnings of 
$3.3 million for that year. 


After deducting all administrative 
and operating expenditures from the 
total revenue of $92.7 million, 
operations provided $55.9 million of 
funds in 1977 compared with $23.8 
million in 1976. In addition to these 
funds, shares were issued to the 
Government of Canada for $154.5 
million in cash and $4 million in 
additional long-term debt was 
incurred, resulting in a total source of 
funds of $214.4 million. A further 
$14.9 million was provided from 
working capital for a total of $229.3 
million which was used as follows: 


(million) 
Oil & Gas exploration 
& development $ 78.1 
Bituminous sands 
(mainly Syncrude) 89.1 
Panarctic Oils Ltd. 11.8 
Reductions of 
long-term debt 40.4 
Polar Gas, heavy oil and 
Arctic LNG Projects 
(Deferred charges) OED 
$229.3 


At December 31, 1977 there was a 
working capital deficit of $3.8 million 
which was eliminated in January 
1978 by the issue of preferred shares 
to the Government for $25.5 million 
cash. 


Compared with 1976, when the 
funds used totalled $636.5 million, 
there was a significant reduction in 
1977. The greater use of funds in 
1976 was a result of the 
Corporation's acquisition of the 
Government's interests in the 
Syncrude Project and Panarctic; and 
the acquisition of its wholly-owned 
subsidiary, Petro-Canada Exploration 
Inc. 


At the end of 1977, the Corporation’s 
assets totalled $878.7 million 
(recorded at their acquisition cost 
less any related depreciation, 
depletion or amortization) — 
consisting of current assets of $48.1 
million; investment in Panarctic Oils 
Ltd. of $91.8 million; property, 
plant and equipment of $718.8 
million (of which $259.1 million are 
assets related to Syncrude Project 
and other assets of $20.0 million. 


Liabilities, including long-term debt 
of $193.6 million, amounted to 
$245.5 million and the accumulated 
provision for deferred income taxes 
was $82.1 million. Shareholder’s 
equity at December 31, 1977 was 
$551.1 million, an increase of $164.0 
million from the balance at the end of 
1976. 
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Pelro-Canada 


Consolidated Balance Sheet 


As at December 31, 1977 


Assets 


CURRENT ASSETS 
Cashvand.short-termy deposits ts. eb aan aa 
Accounts tecelVablest {6 Gs ere eee ee 
INVGNLORLES ees cecms qeorecetteaee rasa hap ea eran oreuegerced eee 
Portion of long-term receivables due within one year .... 
Prepaid exnenSes.< ucts meer. cee ee ene ee eee oN, 


INVESTMENT. IN PANARCTIC OILS LID, (Note 3). .3.0......, 
PROPERTY, PLANT AND EQUIPMENT, net (Note 4)........ 


OTHER ASSETS, at cost 
Long-term receivables; net.) 3. 5a... ea 
Worle petiormance deposits: 75. kite ee 


DEFERRED CAR GES, (Note: 5) cite eee ei ee 


On behalf of the Board 


Mi Mf j 


Director 


Sains 


Director 
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NOG 


$ 21,453,000 
20,392,000 
4,009,000 
1,651,000 


572,000 
48,077,000 
91,807,000 


’ 718,846,000 


2,045,000 


1,011,000 
3,056,000 


16,910,000 


$878,696,000 


1976 


$ 33,886,000 
17,195,000 
2,625,000 
651,000 


474,000 
54,831,000 
80,000,000 


576,309,000 


2,049,000 


807,000 
2,856,000 
7,020,000 


$721,016,000 


Liabilities 


CURRENT LIABILITIES 
Accounts payable and accrued liabilities............... 
Portion of long-term debt due within one year ......... 


BONG IERIE DEB IS(INOLE O)loa 5 aie oe ssa a 


PEPER EE INCOMES LAKES ake Sig oy oe ee ER eee 


Shareholder’s Equity 


CAPITAL (Note 8) 
Pretemedeshalest ea ee ee 
COMMoNsnalesnaee ee ee 


COMMITMENTS (Note 9) 


$ 31,466,000 


20,400,000 
51,866,000 
193,600,000 


82,082,000 


258,300,000 


280,000,000 


538,300,000 


12,848,000 


551,148,000 


$878,696,000 


$ 33,699,000 


10,000,000 
43,699,000 
230,000,000 


60,184,000 


158,800,000 


225,000,000 


383,800,000 


3,333,000 


387,133,000 


$721,016,000 
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Petro-Canada 


Consolidated Statement of Earnings and 


Retained Earnings 


For the Year Ended December 31, 1977 


REVENUE 
OpeIa ING HEVENUE eee eke a ee 
Interest and other revenue. .05. 6k. en. UaGk 


EXPENSES 
CODEIALING cose a Ot cet ue oe en er ee 
Generalsand administrative: 4. (30. 
Interest.on:long-term. debt... 220. Geen ee 
Depreciation: a3a i ee ae eee 
DepleuOnig cee rn ie ae as Cn ta eee 
ARMONIZaliOn, 2.5 oe oe eae, ra 
RESCAICH Shier io eee cy ne es eae a rea 


EARIINGS, BEFORE INCOME TAXES. 2.0 25. a 


PROVISION FOR INCOME TAXES (Note 7) 
Defeneds 2 ee re ee 


NET-FARKNINGS FOR PERIOD oo eee 


RETAINED EARNINGS AT BEGINNING OF PERIOD .... 
RETAINED EARNINGS AT END-OF PERIOD: <2 .:..... 


yas 


NZ. 


$88,718,000 


3,975,006 
92,693,000 


13,810,000 
13,198,000 
10,553,000 
2,854,000 
17,028,000 
4,589,000 
248,000 


62,280,000 


30,413,000 


21,898,000 


(1,000,000) 
20,898,000 


9,515,000 
3,333,000 


$12,848,000 


1976 


(Note 2) 


$31,504,000 


7,835,000 


39,339,000 


5,541,000 
5,238,000 
5,157,000 
1,082,000 
7,226,000 

546,000 


24,790,000 


14,549,000 


11,633,000 


(417,000) 
11,216,000 


3,333,000 


$ 3,333,000 


Pelro-Canada 


Consolidated Statement of Changes in 


Financial Position 


For the Year Ended December 31, 1977 


SOURCE OF FUNDS 
INES CogunpS IO PENOGe Se ia. Cs epi ena 
Add charges not involving an outlay of funds.......... 


Funds provided irom operations §.. 65a. se. 
Proceeds from issue of long-term debt................ 
Procecns Ont isstie Ol Shares: fs ee 


USE OF FUNDS 
Acquisition of subsidiary company ................--. 
bess working capital acquited.. 0... a et 


investment in-Panarctic Oils. Lid... ie 
Acquisition of property, plant and equipment.......... 
PCTE6O 1 OINGE A6sClS. Sis age ee 
Increase in deferred charges.............0.0.00 05000, 
Reauction of longterm debt <6. Vio ee es 


INCREASE (DECREASE) IN WORKING CAPITAL ........... 
WORKING CAPITAL AT BEGINNING OF PERIOD ......... 
WORKING CAPITAL (DEFICIENCY) AT END OF PERIOD ... 


1977 


$9,515,000 


46,369,000 


55,884,000 
4,000,000 


154,500,000 


214,384,000 


11,807,000 
166,958,000 
200,000 
9,940,000 


40,400,000 


229,305,000 


(14,921,000) 
T132,000 


$ (3,789,000) 


1976 
(Note 2) 


$ 3,333,000 
20,487,000 


23,820,000 
240,000,000 
383,800,000 


647,620,000 


342,440,000 
10,275,000 


332,165,000 
80,000,000 
206,897,000 
406,000 
7,020,000 
10,000,000 


636,488,000 


11,132,000 


$ 11,132,000 
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Peiro-canacda 
Notes to Consolidated Financial Statements 


December 31, 1977 
(tabular amounts shown in thousands of dollars) 


1. Summary of Significant Accounting Policies 


(a) 


Basis of Consolidation 

The consolidated financial statements include the accounts of Petro-Canada (‘‘the Corporation’) and its wholly 
owned subsidiary, Petro-Canada Exploration Inc. The excess of the purchase price of the subsidiary over the 
underlying net book value at the date of acquisition has been allocated to the related assets acquired and 
additional depletion and amortization provided accordingly. 


Inventories 
Inventories are valued at the lower of cost and net realizable value. 


Investment in Panarctic Oils Ltd. 


The Corporation accounts for its investment in Panarctic Oils Ltd. on the equity method. The activities of 
Panarctic Oils Ltd. are in the exploratory stage and all expenses less sundry income have been capitalized; the 
company is deemed not to have earned a profit or sustained a loss. 


Property, Plant and Equipment 


The Corporation follows the full cost method of accounting for oil and gas properties whereby all costs relating 
to the exploration for and development of oil and gas reserves are capitalized. Such costs include those related 
to lease acquisitions, geological and geophysical activities, carrying charges of non-producing properties, 
drilling both productive and non-productive wells and overhead related to exploration. 


The costs incurred, except as noted below, are depleted on the unit of production method based on estimated 
proven oil and gas reserves. For purposes of calculating depletion, natural gas production and reserves are 
converted to equivalent barrels of crude oil based on the relative energy content of each commodity. In 
addition, separate cost centres have been established for each of the Frontier areas, presently comprising 
Mackenzie Delta/Beaufort Sea, Arctic Islands, Labrador Shelf and Scotian Shelf. Annual costs accumulated in 
these separate cost centres are amortized on a straight line basis over the period during which exploration 
activity in each cost centre is expected to continue. Where exploration proves to be successful, amortization 
will be suspended and the unamortized balance of the cost centre will be depleted on the unit of production 
method when production commences. Where exploration proves to be unsuccessful and the cost centre is 
condemned or abandoned, the unamortized balance of that cost centre will be charged to earnings at that time. 


Expenditures on the Syncrude Project and related leases are accumulated in a separate cost centre and will be 
depleted on the unit of production method when production commences. Expenditures on other bituminous 
sands leases are also accumulated in a separate cost centre and are amortized, depleted or otherwise charged to 
earnings in accordance with the policy described above for the Frontier areas. 


Depreciation of plant and production equipment directly associated with oil and gas activities is provided on 
the unit of production method. Depreciation of other property and equipment is provided on the straight line 
method at rates varying from 10% to 25%, designed to amortize the cost of the assets over their estimated 
useful lives. 


Deferred Charges 


The Corporation is deferring costs relating to its participation in the Polar Gas Project. These costs relate to 
feasibility studies in connection with a gas transmission system from the Arctic Islands to Eastern Canada. Under 
the participation agreement, subject to the project's feasibility and approval by the necessary regulatory 
authorities, the participants shall be entitled to have the costs they have incurred treated as an equity 
investment in a company incorporated to construct and operate the transmission facilities, or be reimbursed out 
of any financing of such company. In the event that a decision is made not to proceed with the project, costs 
will be charged to earnings at that time. 
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Costs incurred on feasibility studies involving economic evaluation and preliminary engineering relating to an 
Arctic Liquefied Natural Gas Project and to the production of hydrocarbons from conventional heavy oil 
deposits are being deferred. When production commences, total expenditures will be amortized based on the 
estimated useful lives of the projects. In the event that a decision is made not to proceed with a project, all 
associated costs will be charged to earnings at that time. 


Debt issue expense is being amortized on a straight line basis over the life of the debt. 


(f) Research Costs 
Research costs are charged against income as incurred. 


(g) Income Taxes 
The Corporation makes full provision for income taxes deferred as the result of claiming tax depreciation, 
exploration, development and other costs which exceed the related amounts charged to expense in the 
financial statements. 


Comparative Figures 


The Corporation was incorporated pursuant to an Act of the Parliament of Canada which received Royal Assent on 
July 30, 1975. The inaugural meeting of the Board of Directors was held on January 20, 1976 after which operations 
commenced. Effective August 1, 1976 the Corporation acquired all of the issued shares of its subsidiary company. 
Accordingly, the 1976 comparative figures in the consolidated statements of earnings and retained earnings and 
changes in financial position include the operating results of the subsidiary company from August 1 to December 
31, 1976. 


Certain reclassifications have been made to the 1976 comparative figures to conform with the current year’s 
presentation. 


Investment in Panarctic Oils Ltd. 


During 1977, the Corporation subscribed to a further financing of Panarctic Oils Ltd., increasing its investment at 
December 31, 1977 to $91,807,000 (1976 - $80,000,000). This additional investment maintained the Corporation’s 
ownership of the issued common shares of Panarctic Oils Ltd. at approximately 45%. These shares are not traded on 
the open market and therefore do not have a quoted market value. 


Property, Plant and Equipment 
Property, plant and equipment consists of: 
1977 1976 


Accumulated 
Depreciation, 
Depletion and 


Cost Amortization Net Net 

Oil and gas properties 
= iN@ IN Akola elecl deste nt ss ees a ee et me $350,490 $23,990 $326,500 $322,890 
PE ETOMUCISATC AS fer cs ae oe tse Se bes ne ag 76,934 4,733 72,201 27,438 
Plant and production equipment...................6. 47,502 2,079 44,823 41,571 
Bituminous Sands 
— Syncrude Project and related leases 

HEOMSITUCTION IN DIOBIESS) oc ig ee as 259,064 — 259,064 170,405 
— Other bituminous sands leases 

and expenditures thereon .. 2.0600 .6 ee eee 10,737 352 10,385 10,254 
Other property and equipment..................005. 6,540 667 5/673 3,751 


$751,207 $32,421* $718,846 $576,309 


“consists of depreciation — $3,346,000, depletion — $23,990,000 and amortization — $5,085,000 (at December 31, 1976 — $1,082,000, 
$7,226,000 and $546,000 respectively). 


Zo 


Deferred Charges 


Deferred charges consist of: 


USA 
At cost: SaaenSs 
Polat: Gas: Project aa sent treet ae te ck Dei aye wompeahr odes lice AS Reed ie ae eee ea $ 10,887 
Heavy Ol Projects: cman ot os ice an eres gt bge eb ch ae wae Ser avers wee wre ae 3,504 
ArcuicLiquetied Natural Gas Project <. 22.23 0.) 1s 2s, hee ee gee epee 2,000 
OUR GF ee aera ene ae sea heed a Pon So. etn aro yee 211 
Unamortized debt issue expense: sen: ioe ae (ai a eee ee 308 
$ 16,910 
Long-Term Debt 
Long-term debt consists of: 
TOT 
Bank: Income: Debentures: ¢ ascetic ee ee $210,000 
Income Debenhttire<sa). 0. Ge ee ee ee ee cons eaten _ 
Other long-term debt,-non-interest bearing <. 0. 7. se. be 4,000 
214,000 
Less principal due within one Yeats... 3 0 ee ee 20,400 


$193,600 


Bank Income Debentures 


1976 


$ ee 
240,000 


240,000 
10,000 


$230,000 


On February 1, 1977 the Corporation issued Bank Income Debentures to a Canadian chartered bank in the amount 
of $240 million, which have maturity dates from December 31, 1978 to December 31, 1983 and bear interest at 
approximately 52% of the bank’s prime lending rate, as announced from time to time. No deduction is allowed 
under the Income Tax Act for interest expense relating to the Bank Income Debentures (Note 7). The proceeds of the 
issue were used to repay an Income Debenture which was outstanding at December 31, 1976, held by the same 


bank. 


While the Bank Income Debentures are not secured by any charge against the assets of the Corporation, there are 
certain restrictions with respect to the disposition or encumbrance of the investment by the Corporation in its 


subsidiary company. 
Repayment of Long-term Debt 
The minimum repayment of long-term debt in each of the next five years is as follows: 


1978 - $20,400,000, 1979 - $30,400,000, 1980 - $40,400,000, 1981 - $ 50,400,000, 1982 - $50,400,000. 


Income Taxes 


The provision for income taxes of $20,898,000 (1976 - $11,216,000) differs from the result which would be 
obtained by applying the combined Canadian Federal and Provincial income tax rate of 47% to the earnings before 


income taxes of $30,413,000 (1976 - $14,549,000). This difference results from the following items: 
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19ZZ 1976 


% of earnings % of earnings 
before income before income 
Amount taxes Amount taxes 
Computed ‘‘expected” tax expense ..............-.. $14,294 47.0% $ 6,838 47.0% 
Increase (decrease) in taxes resulting from: 
Royalties and other payments 
toeProvinclal Governments «.. 2.0) 9) os pe sy 34 83.2 9,462 65.0 
Provincial income tax rebate plans ................ (4,463) (14.7) (1,126) baer) 
Tax depletion on Canadian production income...... (8,611) (28.3) (3,402) (23.4) 
BedefatresOureeallOoWanCe. <2 &. oe ek (13,156) (43.3) (5,060) (34.8) 
Federal frontier exploration allowances............. (2,568) (8.4) = sos 
Non-deductible interest on Bank 
inecomenmepentures:(NOtG: O)s- 4 se oe ee 4,960 16.3 2,424 16.7 
Amortization of excess of assigned value over 
book value of assets acquired on 
purchase of subsidiary company ................ Bios 16.9 2,080 14.3 
PROVISION LOMINCOMETAXCS Gc. Gwe oh oe ea ee es $20,898 68.7% $11,216 77.1% 


Capital 
Authorized: 


The initial authorized capital of the Corporation was $500 million divided into 100 common shares of the par value 
of $5 million each. This was increased to 116 common shares on the acquisition of the capital stock of Panarctic Oils 
Ltd. 


Pursuant to the Petro-Canada Act, and subject to certain conditions and limitations as to the aggregate amount, the 
authorized capital of the Corporation is increased by the issue of preferred shares. Accordingly, at any time, the 
authorized and issued preferred shares are identical. At December 31, 1977, 258,299,853 preferred shares of the par 
value of $1 each had been issued. Such preferred shares, which are redeemable at par at the option of the 
Corporation, carry no stated rate of dividend and are non-cumulative. 


Issued (to the Government of Canada): 


LOZ. 1976 
Number of Number of 
Shares Consideration Shares Consideration 
Common Shares 
Balance at beginning of period .. 2... 6.8 ens 45 $225,000 — $ — 
GOR CASI a ee ll 55,000 29 145,000 
In consideration for the acquisition of 
the investment and obligations of the 
Government of Canada in Panarctic Oils Ltd. ...... = — 16 80,000 
balance at.end Of penod. iso ec oe ees 56 $280,000 45 $225,000 
Preferred Shares 
Balance at beginning of period .................... 158,799,853 $158,800 — $ — 
FOMGASII ree eee: 99,500,000 99,500 65,000,000 65,000 
In consideration for the acquisition of 
the interests of the Government 
of Canada in the Syncrude Project................ — — 93,799,853 93,800 
Bane ALC OFPCHIOGs.. 30 eas av oks Oia Sew ees 258,299,853 $258,300 158,799,853 $158,800 


aT, 


9. Commitments 


In addition to commitments incurred in normal exploration activities, the Corporation has the following 
undertakings: 


(a) The Corporation is a participant in a project operated by Syncrude Canada Ltd. to produce synthetic crude oil 
from the Athabasca Oil Sands. The project is expected to be completed in 1978 at an estimated cost of $2.1 
billion. The Corporation's 15% interest will require a total commitment of approximately $315 million of which 
$259 million had been expended to December 31, 1977. Associated with the Syncrude Project are facilities 
which are not owned by the participants, consisting of an electricity generating plant, a fuel gas supply pipeline 
and a pipeline to transport plant product to Edmonton. The Corporation, together with the other participants, 
has minimum usage commitments relating to these facilities. 

(b) The Corporation is committed to expenditures of approximately $8 million in connection with the financing of 
Panarctic Oils Ltd. 


10. Remuneration of Directors and Officers 


During 1977 the Corporation had ten directors and fifteen officers of whom three served in both capacities (1976 - 
ten directors and ten officers of whom three served in both capacities). The following aggregate remuneration was 


paid or payable: 
Directors Officers 
1977 1976 AOA 1976 
BYP etro-Caniadd 0).5 cote ts ee $57 $ 34 $727, $308 
By subsidiary COMpPaNVi sic ew cee eee ee cece oo — 
$57 $ 34 $810° $308 


11. Anti-Inflation Program 


The Corporation is subject to the Anti-Inflation Act which provides for a restraint on profit margins and 
compensation to employees. 


12. Subsequent Event 


Subsequent to December 31, 1977 the Corporation issued 25,500,000 preferred shares of the par value of $1 each 
to the Government of Canada for a cash consideration of $25,500,000. 


Auditors’ Report 


To The Honorable Alastair W. Gillespie, P.C., M.P. 
The Minister of Energy, Mines and Resources 
House of Commons 

Ottawa, Canada 


We have examined the consolidated balance sheet of Petro-Canada as at December 31, 1977 and the consolidated 
statements of earnings and retained earnings and changes in financial position for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the corporation as at 
December 31, 1977 and the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding period. 


We further report as required by Section 77 (1) of the Financial Administration Act that, in our opinion, proper books of 
account have been kept by the corporation and the transactions that have come under our notice have been within the 


powers of the corporation. 
Calgary, Canada 2 7 Ma 3 ; 7. 0. 
February 25, 1978 Chartered Accountants 
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Annual Report 1978 


Board of Directors 


as at December 31, 1978 


Wilbert H. Hopper 

Acting Chairman of the Board, 
President and Chief Executive Officer, 
Petro-Canada 

Calgary 


Donald Harvie 

Deputy Chairman of the Board, 
Petro-Canada, 

Chairman, 

The Devonian Group of 
Charitable Foundations, 
Calgary 


Hon. John B. Aird, O.C., Q.C. 
Senior Partner, 

Aird and Berlis, 

Toronto 


Marshall A. Cohen 
Deputy Minister, 

Energy, Mines and Resources, 
Ottawa 


J. Claude Hébert 
Business Consultant, 
Montreal 


Arthur Kroeger 

Deputy Minister, 

Indian and Northern Affairs, 
Ottawa 


David McD. Mann 

Partner, 

Cox, Downie, Nunn and Goodfellow, 
Halifax 


T. K. Shoyama 
Deputy Minister, 
Finance, 
Ottawa 


Donald G. Willmot 
Chairman of the Board, 

The Molson Companies Limited, 
Toronto 


appointed March 9, 1979 


William C. Hood 
Deputy Minister, 
Finance, 

Ottawa 


lan A. Stewart 

Deputy Minister, 

Energy, Mines and Resources, 
Ottawa 


Senior Personnel 
as at December 31, 1978 


Wilbert H. Hopper 


President and Chief Executive Officer 


Joel |. Bell 
Senior Vice-President — 
Finance and Planning 


Andrew Janisch 
Senior Vice-President and 
Chief Operating Officer 


Sam Stewart 
Senior Vice-President — 
Athabasca Development 


Donald M. Wolcott 
Senior Vice-President — 
Project Development 


John M. Godfrey 


Vice-President — Land 


Ronald P. Havelock 


Vice-President — Law and Secretary 


Joseph W. Martinelli 


Vice-President — Production 


Robert A. Meneley 


Vice-President — Exploration 


William Morrow 
Controller 


Robert Niven 


Vice-President — Corporate Planning 


David P. O’Brien 


General Counsel 


James Scurr 


Vice-President — Human Resources and 


Corporate Administration 


Head Office 


P.O. Box 2844 
Calgary, Alberta 
T2P 2M7 
403-232-8000 
Telex: 03825753 


Ottawa Office 
350 Sparks Street 
Suite 306 
Ottawa, Ontario 
K1R 758 
613-238-8951 
Telex: 0534135 


AUDITORS 


Peat, Marwick, Mitchell & Co. 
Calgary, Alberta 
Canada 


Subsidiaries 
as at December 31, 1978 


Petro-Canada Exploration Inc. — 100% 
Petro-Canada Industries Inc. — 100% 


Petro-Canada Inc. — 100% 
Petro-Canada Consulting 


Corporation — 100% 
Pacific Petroleums — 51.6% 


Peiro-Canacdda 


March 31, 1979 


The Honorable Alastair Gillespie, P.C., M.P. 
Minister of Energy, Mines and Resources 
House of Commons 

Ottawa, Canada 

K1A OA7 


Dear Minister: 


On behalf of the Board of Directors, |am pleased to present this 1978 Annual Report of Petro- 
Canada for the fiscal year ended December 31, 1978. 


In accordance with the provisions of the Financial Administration Act, the Report includes the 
Consolidated Balance Sheet and the related statements together with the auditor's report thereon. 


| wish on behalf of the Board and management of Petro-Canada to thank Maurice F. Strong, the 
founding President and Chairman of the Corporation for the significant contribution he has made to 
the initial important years of Petro-Canada’s development. | would also like to express my 
appreciation to Gordon M. MacNabb, a founding director, who with Mr. Strong, resigned from the 
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W. H. Hopper 
Chairman of the Board and 
Chief Executive Officer 


Corporate Summary 


Petro-Canada’s third year was 
marked by a very substantial event 
along with its continuing exploration 
and development activities. In early 
November, the Corporation 
purchased the controlling interest in 
Pacific Petroleums Ltd., a Calgary 
based oil and gas company. The 
subsequent acquisition of all the 
shares of Pacific in early 1979 makes 
the transaction, at a cost of 
approximately $1.5 billion, the 
largest acquisition ever made in 
Canada. With this acquisition added 
to its other assets and activities, 
Petro-Canada becomes a significant 
oil and gas producer and an 
integrated company with a small 
presence in refining and marketing. 
In fact, Petro-Canada becomes the 
largest of the Canadian-owned 
companies in the industry, albeit 
smaller than other large companies 
operating in Canada. 


This acquisition is a major step in the 
development of Petro-Canada and 
provides a cash flow to help 
support the longer-term and higher- 
risk frontier exploration and 
technology development projects 
which are important for Canada’s 
future energy supplies. Petro- 
Canada now has a meaningful 
presence in the active areas of the 
oil and gas business as well as an. 
active presence in longer-term 
Canadian energy ventures. — 


The year also saw a continued and 

growing level of activity in frontier 

exploration and new development 

projects which have dominated the 
Corporation’s budget and priorities 
from its inception. 


While the anxieties which 
surrounded the world energy scene 
in 1973 may have lessened, there is 
still cause for concern for the future 
supply of reasonably priced 
Canadian energy. Continued 
instability in the Middle East and 
rapid increases in world oil prices are 
aconstant reminder to Canada that 
security of energy supply must bea 
crucial national priority. 


The successful response to the 
concerns for security of supply by 
governments and industry has 
lessened the immediacy but has not 
dealt with the long range problem. 
Positive governmental policies in 
pricing, incentives and other areas 
have resulted in record exploration 
activity and an increase in supply, 
most noticeably gas. The discoveries 
of gas at Elmworth and oil at West 
Pembina show that there are 
hydrocarbons yet to be found in the 
Western Canada Sedimentary Basin. 
To date, they have only marginally 
contributed to meeting Canada’s 
long term requirements. Petro- 
Canada believes that substantial 
efforts must continue to be made in 
the frontiers, in the search for new 
facilities and technologies to 
develop heavy oils and oil sands, 
and in the investigation of alternative 
opportunities for bringing energy 
supplies to Canadian markets. The 
high-risks, long-lead-times and 
magnitude of capital investments for 
these energy projects mean that 
commitments made on projects 
now will only begin to affect energy 
supply late in the 1980's. 


Frontier Activities 


Petro-Canada pursued an aggressive 
frontier program in 1978, again being 
a significant partner in almost all 
frontier activities. A discovery 
wildcat well offshore near Hopedale, 


drilled by a consortium in which 
Petro-Canada holds a major interest, 
gave cause for renewed optimism 
for explorers in the Labrador Shelf 
area. In addition, Petro-Canada 
continued to be the most active 
company in Arctic and offshore 
Nova Scotia exploration. It 
conducted extensive environmental 
studies in Baffin Bay in preparation 
for applying for a permit to drill in 
the area and moved to become a 
major participant in future Labrador/ 
Newfoundland exploration 
activities. 


Technological Development 


Petro-Canada in the first two years 
of its operations put considerable 
emphasis on the investigation of 
projects which would, through 
pushing back technological barriers, 
open up greater opportunities to 
increase the supply of reasonably 
priced energy for Canada. In 1978 
these projects became viable 
alternatives for meeting Canada’s 
energy requirements. 


In 1978 Petro-Canada and its 
partners concluded two years of 
study on the Arctic Pilot Project and 
prepared applications to regulatory 
authorities for permission to 
proceed with construction. 


A major breakthrough in Arctic 
resource development was the 
successful underwater completion 
of Drake F-76 demonstrating for the 
first time that Arctic gas could be 
produced from offshore. 


The Corporation, in concert with the 
Alberta Gas Trunk Line Company 
Limited concluded a two year $4.6 
million study of the possibility of 
extending the Canadian gas pipeline 
system from its present terminus at 
Montreal through to Quebec and 
the Maritimes. The Q & M project 
has been submitted by AGTL to the 
National Energy Board for approval. 
Petro-Canada retains the right to 
take a 20% equity interest in the 
project if it is approved. 


Although Petro-Canada is not a 
direct participant in its application to 
the National Energy Board, the 
Corporation continued to support 
related research studies of the Polar 
Gas project in 1978. 


Petro-Canada has assigned a 
significant role to oil sands and 
heavy oils development in its 
activities. In October, Petro-Canada, 
Gulf Canada Limited and the 
Saskatchewan Oil and Gas 
Corporation reached an agreement 
with the Saskatchewan government 
on a major program of heavy oil 
exploration, development and 
enhanced recovery in 
Saskatchewan. 


In November, 1978, Petro-Canada 
and its partners in the PCE group 
signed an agreement with Japanese 
interests directed at developing 
economical in-situ recovery 


processes for the group’s 1.2 million 
acres of leases in the Alberta Oil 
Sands. The field pilots and research 
activity associated with this project 
will help develop the technologies 
necessary to turn this vast resource 
base into an economic source of 
energy. 


The Corporation is also investigating 
the potential of developing oil sands 
properties by the drilling of 
horizontal wells into oil sands zones 
in amine assisted in-situ program 
(MAISP). 


The Syncrude project, in which 
Petro-Canada has a 15 per cent 
interest, commenced operation in 
1978 and was officially opened in 
September. 


Research and Development 


Petro-Canada, since its inception, 
has expressed a keen awareness of 
the importance of research and 
development oriented to Canadian 
energy problems and opportunities 
as a significant factor in contributing 
to Canada’s energy supply. In 
December, the Corporation began 
construction of a $10 million 
research facility in Calgary. Activities 
at the centre, scheduled for 
completion in late 1979, will be 
directed towards specific Canadian 
energy-related research concerns, 
particularly in the areas of 
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exploration and production in the 
frontiers, enhanced recovery, oil 
sands and heavy oil development. 
The facility will provide the means 
to increase Canada’s research effort 
and will provide substantive 
opportunities for both professional 
and technical growth of petroleum- 
related research for Canadian 
scientists. 

Petro-Canada continues to examine 
and develop an appropriate role for 
the Corporation in searching for 
ways to ensure that renewable 
energy sources are developed to 
make a contribution to Canada’s 


energy supply. 
International Activities 


Petro-Canada continues to pursue 
international activities where it 
believes such activities will secure 
access to future energy supplies and 
where Petro-Canada might assist the 
Canadian Government or private 
Canadian companies to pursue 
opportunities in the international 
field. 


In June of 1978 Petro-Canada agreed 
to advise the Canadian International 
Development Agency in a program 
of assistance for Pakistan’s energy 
development program. 
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Petro-Canada has also applied, in 
competition with other major 
corporations, to the Norwegian 
government for an interest in 
various blocks of land in the North 
Sea now available for exploration 
permits. 


The Corporation is pursuing research 
and development studies on various 
technologies for heavy oil upgrading 
in conjunction with Venezuela’s 
national oil company, Petrdleos de 
Venezuela, to develop the vast 
reserves of oil sands and heavy oil 
that exist in both countries. 


Petro-Canada and its partners have 
been invited to make submissions 
with respect to offshore oil 
exploration in the People’s Republic 
of China. 


Finally, Petro-Canada is holding 
discussions with Mexico's national 
oil company, Petrdleos Mexicanos 
(PEMEX) regarding the best way for 
Canada to secure future oil supplies 
from that country. 


In a world which has become 
increasingly aware of the strategic 
importance of energy supplies, 
state-to-state relationships may well 
play an increasingly important role in 
the worldwide allocation of energy 
resources. In addition, there are no 


—— 


Canadian companies engaged-in- 


foreign exploration with the specific 


purpose of bringing oil to-Canadian 


_ markets. By its own efforts, as well 


as by assisting Canadian companies 
in such ventures where access might 
otherwise be difficult for them, 
Petro-Canada hopes to advance 
Canadian interests in the world 
energy scene, recognizing that 
Canada will have to rely on foreign 
sources for some part of its energy 
supplies for the foreseeable future. 


Environmental and Social Affairs 


Petro-Canada is continuing to 
implement its policy of minimizing 


the negative impact and maximizing < 


the positive benefits of its projects 
relative to both the physical 
environment and the local 
communities where it operates. 
Environmental and social concerns 
are integrated in every phase of 
corporate activity and Petro-Canada 
includes local people in project 
planning through active programs of 
community liaison. 


In January of 1978, Petro-Canada 
was among the first of many 
companies to sign agreements 
providing native communities in 
northern Alberta access to 
employment, education, and 
participation in activities in the area. 
In the Baffin Bay region, Petro- 
Canada’s Eastern Arctic Marine 
Environmental Studies (EAMES) 
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program is keeping local 
communities up-to-date on its 
activities, and ensuring that local 
employment and local 
entrepreneurial activity is 
encouraged. A substantial program 
has been undertaken by the 
Corporation to inform and include 
Inuit communities and associations 
in the Arctic Pilot Project. In addition 
to its on-going programs, Petro- 
Canada maintains industry, 
government, and international 
contacts so that its activities are 
known to others and the most 
recent advances in the rapidly 
changing field of environmental and 
social affairs management are 
available to the Corporation. 


Human Resources 


At year end Petro-Canada employed 
850 people. The Corporation 
continued to develop its human 
resources programs recognizing that 
experienced industry personnel are 
its most important asset. 


Petro-Canada recognizes its 
responsibility as a good corporate 
citizen. Through its donations 
programs Petro-Canada has 
contributed both manpower and 
financial assistance to local, regional 
and national charitable 
organizations and responded to 
requests from small communities in 
areas where it has personnel and 
Operations. 


Exploration 


In 1978 Petro-Canada continued its 
exploration activity in the frontier 
and in the Western Basin. 


The Corporation was involved in 16 
of 26 wells completed in Canada’s | 
frontier regions in 1978. 


A total of $60 million was spent in 
frontier exploration activities in 1978 
bringing total expenditures since | 
inception to $152 million. The 
Corporation now has a total of 82 
million gross acres of permits in the 
frontier areas — not including lands 
held by Panarctic Oils Ltd. in which 
Petro-Canada has a 45 per cent 
interest. 


In Alberta, successful exploration 
and delineation drilling continued in 
the Elmworth-Gold Creek Deep 
Basin Play, at Utikuma Lake and at 
Bison Lake. The Corporation spent 
$32 million in 1978 on exploration 
and development activities in the 
Western Canadian Sedimentary 
Basin. 


Offshore 
Nova Scotia 


Exploration continued throughout 
1978 on a five well farmin program 

in the Sable Basin to earn Petro- 
Canada a 30 per cent interest and 
Kaiser Resources Ltd.a 10 per cent 
interest in a significant block of 

Mobil Oil Canada Ltd. land. Four 
wells were completed in 1978. Drilling 
at Venture D-23, the final well of the 


program, was progressing at year end. 
The Thebaud I-94 well, a stepout to 
an earlier discovery, confirmed the 
extension of a gas bearing sand found 
in the original discovery. The Migrant 
N-20 and Cohasset L-97 wildcat wells 
found minor shows of gas. The 
‘Cohasset P-42 well, a stepout to an 
earlier well which tested oil, was 
unsuccessful. 


An important but unsuccessful 
wildcat test was drilled by Petro- 
Canada and Chevron Standard 
Limited on Shell Canada Resources 
Limited land at Acadia K-62 with the 
Ben Ocean Lancer, a dynamically- 
positioned drillship in 864 metres 
of water. This was the first use of 
such sophisticated drilling 
equipment in water of this depth in 
Canada. 


Labrador 
Baffin Bay 


The Ben Ocean Lancer was used to 
drill the successful wildcat test at 
Hopedale E-33 off the Labrador 
Coast. The well, in which Petro- 
Canada has a significant interest, 
tested gas at rates of 19.5 million 
cubic feet of gas per day from a zone 
at 1 983 metres and 14.2 million 
cubic feet of gas from a zone at 

1 948 metres. Condensate was 


produced with the gas at rates 
ranging from 300 to 500 barrels per 
day. Further drilling will be 
undertaken in 1979 to evaluate the 
significance of this wildcat 
discovery. 


As a result of seismic and site 
specific environmental surveys 
which were carried out in 1978 and 
earlier years, Petro-Canada will be 
involved in several exploration 
programs in 1979 in other offshore 
East coast areas. 


Petro-Canada participated in seismic 
surveys off the Labrador coast in the 
Fogo/Hare Bay area, with a group 
operated by British Petroleum, to 
select drilling sites for 1979. 


In Baffin Bay, Petro-Canada as 
operator of the EAMES Project 
conducted an extensive regional 
environmental and site specific 
environmental program costing $7.0 
million. Studies involving ice 
movements, water currents and 
other aspects of the operating 
environment were carried out to 
determine appropriate safety 
requirements. North Baffin Bay 
represents a highly prospective, but 
as yet undrilled, sedimentary basin 
in which natural live oil seepages are 
present, and where a number of large 
potential structures have been 
mapped. 


Arctic 
and N.W.T. 


Petro-Canada, on its own or through 
its interest in Panarctic Oils Ltd., was 
involved in 8 of the 9 wells drilled in 
1978 in the Arctic Islands. Two wells 
were drilled with the Arctic Islands 
Exploration Group (Panarctic Oils 
Ltd., Petro-Canada, Esso Resources 
Canada Limited and Gulf Canada 
Limited), one of which resulted in a 
small gas discovery at Roche Point 
0-43. Two additional unsuccessful 
wells were drilled by Panarctic on 
Melville and Bathurst Islands in an 
effort to discover onshore gas 
reserves . 


A significant step toward 
commercial development of Arctic 
gas reserves was made with the 
successful completion of an offshore 
well in the Drake Point gas field at 
Drake F-76. This well was flow 
tested at rates of up to 75 million 
cubic feet of gas per day. It 
confirmed the excellent producing 


characteristics of the reservoir as 
well as the feasibility of connecting 
offshore wells by pipeline to 
onshore gas treatment facilities. 


One well was drilled by Dome 
Petroleum in the Beaufort Sea at 
Natsek E-56, under a farmout 
agreement which will require Dome 
to drill two wells to earn part of 
Petro-Canada’s interest in 643 000 
acres. This well, which was started in 
1977, was drilled to a depth of 2 695 
metres in 1978 and will be drilled to 
final total depth in 1979. 


Western Canada 


In Alberta, exploratory efforts were 
focused on lands already owned by 
the Corporation. During 1978, a total 
of 44 exploratory and delineation 
wells were completed as part of a 


major western basin program. As 
part of an active industry 
exploration effort in the Gold Creek- 
Elmworth area, Petro-Canada and its 
partners have drilled twelve wells, 
ten of which have been completed 
as gas wells. Of significance is the 
Lator 2-29 well, a gas discovery 
tested at a rate of 6 million cubic 
feet per day. Additional drilling and 
reservoir studies are in progress to 
fully evaluate the volume of this 
new gas discovery. 


At Bison Lake, four successful wells 
were drilled during a six well 
program to evaluate a wholly- 
owned Petro-Canada shallow gas 
pool. Drilling continued in the 
Hanlan area where a gas discovery 
was made in 1977. 


In the Utikuma Lake area four 
exploratory wells were drilled, one 
of which was a successful oil well. 


In other areas, a gas discovery was 
made at Betts Creek and a 
bitumen saturated reservoir was 
found in the Golden Lake area. 


To accelerate the exploration and 
development of heavy oil reserves, 
Petro-Canada, Gulf Canada Limited 
and the Saskatchewan Oil and Gas 
Corporation entered into an 
agreement with the Government of 
Saskatchewan which could involve 
the expenditure of $99 million over 
an eight year period on exploration, 
development and enhanced 
recovery projects. The consortium 
will earn a maximum of 162 500 
acres from an initial selection of 
500 000 acres of Crown lands. 


Production and Operations 


Conventional 
Production 


During 1978 revenue from sales of 
crude oil, natural gas liquids and 
natural gas increased compared to 
1977. Despite this, the 
Corporation’s crude oil, natural gas 
liquids and gas production was 

less than capacity reflecting 
continued prorationing to 
compensate for market constraints. 


The construction of the Connorsville 
gas plant in southwestern Alberta, 

in which Petro-Canada as operator 
has a fifty per cent interest, was 
completed and the plant was put on 
stream in 1978. 


Construction of another Petro- 
Canada operated gas plant was also 
well under way at year end at 
Paddle Prairie in northwestern 
Alberta. This plant, designed to 
process 30 million cubic feet of 
natural gas per day, will be 
completed the first part of 1979. 


As a part of its development drilling 
program, Petro-Canada participated 
in 174 gross wells. This compares to 
128 gross wells in 1977. 


Production 


The Corporation’s production of oil 
and natural gas liquids averaged 27.2 
thousand barrels per day before 
royalty. 


Gas production averaged 83.6 
million cubic feet per day before 
royalty. 


Reserves 


In 1978 Petro-Canada completed an 
extensive reserves evaluation. At 
year end after 1978 production and 
reserves additions the Corporation 
estimated reserves before royalty of 
143 million barrels of oil and natural 
gas liquids compared to 151.6 
million barrels at the end of 1977. 


The Corporation's estimated gas 
reserves at year end after 
production and reserves additions 
were 878 billion cubic feet before 
royalty. This compares to 1977 
reserves of 821.8 billion cubic feet 
before royalty. 


Syncrude 
Canada 


During 1978, a major milestone was 
reached by Syncrude Canada Ltd. (in 
which Petro-Canada has a 15 per 
cent interest) with the completion 
of construction and the 
commencement of plant start-up. 
The first synthetic crude oil product 
entered the Alberta Oil Sands 
pipeline on July 30. By year-end, 
synthetic crude shipments to the 
pipeline totalled 3.6 million barrels. 
The Syncrude project was officially 
opened on September 15, 1978, at a 
ceremony attended by Federal, 
Alberta, Ontario and industry 
representatives. 


Petro-Canada’s 1978 net 
expenditures of $78.7 million, (after 
start-up costs and net of product 
revenue) brought its total 
expenditures in the Syncrude 
project to $337.8 million at year-end. 
Estimated total cost of the project is 


$2.3 billion, including post-start-up 
construction alterations, but 
excluding the related utilities plant 
and pipelines which are not directly 
owned by the participants. Gross 
revenue earned by Petro-Canada 
was much lower than expected due 
to plant start-up problems that 
resulted in lower production for the 
year. 


In 1978, amendments to the 
Petroleum Administration Act 
allowed synthetic crude production 
from the Syncrude project to be sold 
at international prices. 
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Arctic Pilot 
Project 


On January 17, 1979 Petro-Canada 
and its partners, AGTL and 

Melville Shipping Ltd. (composed of 
Federal Commerce & Navigation Co. 
Ltd., Canada Steamship Lines Ltd. 
and Upper Lakes Shipping Ltd.) 
applied to various regulatory 
authorities for permission to 
proceed with the Arctic Pilot 
Project. The project will be the first 
of its kind to move Arctic resources 
to the south on a year round basis. 
Hearings are expected to commence 
late in 1979, 


The project involves the production 
of gas from eight onshore wells, 
pipelining it 160 km to the southern 


shore of Melville Island, liquefying and 


shipping it to a southern terminus 
in Eastern Canada for regasification 
and use. The two ice-breaking 
carriers are built to Arctic Class 7 
standards and have a capacity of 
140 000 cubic metres of liquefied 
natural gas. Total cost of the project 
will be approximately $1.5 billion. 
Petro-Canada is currently seeking 
purchasers for the gas and arranging 
a supply contract with the owner of 
the gas. The production of the 
project will be 250 million cubic feet 
of gas per day. 


Extensive studies over two years 
costing $11 million were undertaken 
into the technological, 
environmental and safety aspects of 
the project prior to filing. 


PCE Project 


In November, 1978, the PCE Group, 
consisting of Petro-Canada, Canada- 
Cities Service Ltd., and Esso 
Resources Canada Limited executed 
a three phase, 15 year farmout 
agreement with Japan Canada Oil 
Sands Limited JACOS) whereby 
JACOS could earn an undivided 25 
per cent interest in 34 leases 
covering 1.25 million acres in the in 
situ portion of the Athabasca Oil 
Sands Deposit. In addition, JACOS 
will earn rights to an in situ recovery 
method, owned by the PCE Group, 
known as the electric preheat/steam 
drive process. 


The group, with Petro-Canada as 
operator, has been investigating the 
feasibility of the electric preheat/ 
steam drive process for a number of 
years. The group has begun plans to 
test the process under field 
conditions in a small pilot 
approximately 40 km south of Fort 
McMurray. Construction of the pilot 
plant is scheduled to begin in May, 
1979, with plant start-up expected 
in mid 1980. 


In addition to basic research 
required to support the field pilot, 
during 1978 the PCE Group 
continued its systematic program to 
evaluate the in place reserves on the 
34 leases by drilling 16 core holes. 
This program will continue drilling 
an additional 87 core holes over the 
next three years. 


Purchase of Pacific Petroleums Ltd. 


On November 10, 1978 Petro- 
Canada commenced the first step in 
the largest acquisition ever made in 
Canada. On that date, the 
Corporation purchased from Phillips 
Petroleum Co. of Bartlesville, 
Oklahoma a block of 10,326,321 
shares of Pacific Petroleums Ltd. of 
Calgary for a price of $55.50 (U.S.) 
which was the equivalent on that 
date to $65.02 (Cdn.) per share. The 
Corporation announced that it had 
finalized arrangements to raise $1.25 
billion (U.S.) from a group of 
Canadian chartered banks by the 
sale of preferred shares in a 
subsidiary of Petro-Canada. 


At year end Petro-Canada owned 
11,497,519 common shares of Pacific 
Petroleums — slightly in excess of 
50 per cent of the common shares 
outstanding. 


The fundamental goal-of Petro- 
Canada in proceeding with the 
acquisition of Pacific Petroleums 
was to become a significant and 
balanced presence in Canada’s oil 
and gas industry. The first three 
years of Petro-Canada’s activity and 
expenditures have been 
predominantly and 
disproportionately oriented to high- 
risk, long-lead-time projects. Its_ 
investments in the Syncrude Project, 
Panarctic.and the Polar Gas Project, 


taken over at the request of the 


Government of Canada, do not 
provide an immediate cash return, 
nor does the investment in frontier 
exploration, technological 
development projects and initiatives 
in the search for new energy 
opportunities. These activities, 
undertaken in the pursuit of the 
Corporation’s mandate are, as 
participation by private sector 
partners shows, well within the same 


business parameters of the industry, 


but only when they.are balanced by 
less risky and profitable immediate 
returns. While still devoting a 
comparatively large part of its 
budget to the longer-term projects 


when viewed by purely commercial _, 


standards, Petro-Canada now has 
greater immediate cash flow to help / 
support these activities. The C 
Corporation now has a meaningful 
presence in exploration and 
production and some involvement 

in other aspects of the Canadian oil 
and gas industry. 


Subsequent Events 


On January 15, 1979 Petro-Canada 
announced that it would make a 
tender offer for any and all shares of 


Pacific Petroleums Ltd. not already 
owned by it at $65.02 (Cdn.) net per 
share in cash. On January 17, 1979 
the Board of Directors of Pacific, 
based on an independent evaluation 
of the shares, recommended 
acceptance of the offer. On March 
12, 1979 Petro-Canada announced 
that its offer was closed. At that 
time the Corporation had acquired 
96 per cent of the shares to which 
the offer applied or 98 per cent of all 
the shares of Pacific. Petro-Canada 
also announced that the 
Corporation intended to exercise 
the right to acquire, pursuant to the 
provisions of the Canada Business 
Corporations Act, the shares held by 
those shareholders who had not yet 
tendered their shares pursuant to 
the offer. 
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Combined Operations 


While Petro-Canada did not acquire 
control of Pacific until late in 1978, a 
full description is presented with the 
activities of Petro-Canada to givea 
more effective understanding of the 
nature and magnitude of the 
Corporation’s future operations. 
The reported financial results, 
however, only account for 51.6 per 
cent of Pacific being owned 

by Petro-Canada and only take 
account of the financial results of 
the acquisition from November 11, 
1978, the effective date on which 
Petro-Canada acquired control. 


Petro-Canada, after the acquisition, 
has become one of the most 
significant Canadian-owned 
corporations involved in the oil and 
gas business in Canada. The 
Corporation is now involved in 
frontier exploration, technology 
development, major conventional 
production areas, new Western 
Basin exploration plays and some 
downstream operations in refining, 
marketing and transportation. 
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\ The acquisition of Pacific Petroleums 

| further augments the substantial 

| land position of the Corporation. Of 

particular interest is the significant 

‘ acreage in currently producing 
western sedimentary basin areas 
which complements Petro-Canada’s 
substantial frontier exploratory 
acreage. The Corporation 
acquires a significant interest in 
three exciting areas in the Western 
Basin; interest in 66 600 gross acres 
in the Elmworth area, varying 
interests in 27 000 acres in West 
Pembina and rights to explore in a 
portion of the Primrose Range. 


and 
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These, added to Petro-Canada’s 
interests in the Elmworth-Gold 
Creek area and in Utikuma, provide 
an opportunity to explore and 
develop challenging potential areas 
in the Western Basin. Petro-Canada 
will pursue these exploration 
activities vigorously since they have 
the potential to increase its 
productive capacity and reserves 
within a relatively short-time frame 
and at relatively low cost in 
comparison with frontier activities. 


In the frontiers, the acquisition 
brings a further interest in 
exploration leases in the Beaufort 
Sea, the Arctic Islands and the 
Labrador Shelf. 
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The combined wells drilled graph 
gives an indication of the level of 
activity undertaken by the 
companies. 


The acquisition of Pacific will for the 
first time give Petro-Canada 
concrete international exploration 
interests in the United States, in the 
Spanish Mediterranean where 
discoveries are nearing production, 
and in the United Kingdom, both 
offshore and on the mainland. 
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Oil Sands and 
Heavy Oil 


Petro-Canada has, in pursuing its 
mandate to work to assure energy 
self-reliance for Canada, attached 
significant importance to the 
development of Canada’s enormous 
oil sands and heavy oil reserves. The 
exploration and development of oil 
sands and heavy oil requires efforts 


Alsands Proposed Ai 


Syncrude Plant 


FORT McMURRAY 


Gregoire Lake 
Pilot Project 


Primrose Lake 
Pilot Project 


Muriel Lake (S 


Pilot Project 


EDMONTON 


LLOYDMINSTER 
North Kinsella 
Pilot Project 


which must be pursued on many 
fronts. Petro-Canada through its 
participation in Syncrude, the PCE 
project, the MAIS project and the 
Saskatchewan conventional heavy 
oil program, has vigorously pursued 
the development of oil sands and 
heavy oils. The acquisition of Pacific 
brings: Petro-Canada into-sitmeore_ 
major oil sands and heavy oil 


activities, 


Bea PCE Leases 
Po Syncrude Leases 


Saskatchewan Heavy Oil 
Program Leases 


The Corporation, through its 
acquisition, becomes a member of 
the Alsands group which is currently 
planning to build a third oil sands 
mining plant in the Alberta Oil 
Sands. 


In the in-situ area of the oil sands, 
Petro-Canada will, with its 
acquisition, also become involved in a 
Forward Combustion and Water 
Flood pilot project at Gregoire Lake, a 
steam stimulation pilot at Muriel Lake, 
a steam/air injection pilot in the North 
Kinsella field, and an exploratory 
development program near Primrose 
Lake in the Cold Lake oil sands 
deposit. 


As wellas its involvement in the 
Saskatchewan heavy oil program, 
Petro-Canada will assume leadership 
of a group of companies 
investigating the economics of 
building a plant to upgrade heavy oil 
into feedstock that could be used by 
existing Canadian refineries — 
supplementing work which the 
Corporation has already done in the 
investigation of heavy oil upgrading. 
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CRUDE OIL & NATURAL GAS LIQUIDS 


(in Thousands of Barrels per Day) 


40 
35 
30 
25 
20 
a5) 
10 
5 
(0) 
1976 1977 1978 1978 
(PACIFIC) 
Production 


The production summary graphs 
provide production levels of oil and 
natural gas liquids for the past three 
years for Petro-Canada and for the 
year 1978 as reported by Pacific. 
Total production of oil and natural 
gas liquids of the combined 
companies for 1978 was 23.6 million 
barrels, making Petro-Canada 
seventh largest in Canada for oil and 
natural gas liquids production. Total 
production of natural gas of the 
combined companies for 1978 was 
144 billion cubic feet, making Petro- 
Canada the second largest in 
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Canada for natural gas production. 
The reserves graphs provide basic 
estimates by both companies of 
reserves as of year-end 1978: 


Coal/Mining 


Petro-Canada has not, to date, been 
actively involved in either coal 
exploration or mining activity. The 
acquisition of Pacific brings to the 
Corporation several opportunities in 
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these areas. The Corporation will 
have a 50 per cent interest in the 
coal reserves in approximately 

74 000 acres at the Monkman Pass 
metallurgical coal property in 
northeastern B.C. and an 80 per cent 
interest in 31 473 acres of thermal 
coal properties at Lethbridge, 
Alberta. 


In mining, the Corporation acquires 
an interest in two uranium 
properties in British Columbia and 
North Saskatchewan and mining 
prospects near Pine Point, N.W.T. 
and in Northern Washington State 
near the B.C. border. 
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Downstream 
Activities 


Petro-Canada acquires a 10% interest 
in the Cochin pipeline, a 3 000 km 
natural gas liquids pipeline running 
from Edmonton to Sarnia. The line, 
completed in 1978 at a total cost of 
$320 million, began deliveries in late 
1978 of ethane, ethylene and 
propane to markets in Eastern Canada 
and the U.S. Total capacity of the 
pipeline of 85 000 barrels per day is 
expected to be reached by the end of 
979: 


The Corporation acquires through 
its purchase of Pacific, a 32 per cent 
interest in Westcoast Transmission 
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Co. Ltd., the major natural gas 
gathering and transmission company 
in British Columbia. 


At Empress, Alberta, the Corporation 
has acquired a major natural gas 
liquids plant, currently producing 
about 14 800 barrels per day of 
propane, butanes and natural 
gasoline. The plant is being 
expanded to provide for the 
additional production of 27 000 
barrels per day of ethane. 


Refining 
and Marketing 


The Corporation will have a small 
refinery at Taylor, B.C. witha 
capacity of 15 400 barrels per day of 
crude oil and condensate, and 426 
retail and wholesale marketing 
outlets extending from Vancouver 
Island to Thunder Bay, Ontario. 
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Pacific’s sales of branded products, 
principally motor gasoline and 
distillate, constituted about five per 
cent of industry sales in Western 
Canada in 1978. 


Corporate Activities 


The Corporation recognizes that the 
acquisition of a company is not just 
a matter of purchasing capital 
goods, hardware and property. More 
than 1 100 employees of Pacific will 
come to the Corporation and Petro- 
Canada has moved to ensure that 
these employees become an integral 
part of the operation of Petro- 
Canada. The Corporation looks 
forward to the development and 
melding of operations so that the 
result will be a stronger and even 
more dynamic organization. 
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Financial Summary 


Petro-Canada’s financial results for 1978 reflect dramatic 
growth due mainly to the purchase in November of a 
controlling interest in Pacific Petroleums Ltd. At 
December 31, 1978, the Corporation held 51.6% of 
Pacific’s common shares purchased at a cost of $746.9 
million and subsequently acquired all of the remaining 
shares resulting in a total consideration of $1,496 
million. 


Funds for the Pacific purchase were provided mainly 
from the p proceeds of a $1,250 million U.S. preferred 
share issue by the Corporation's subsidiary, Petro- 
“Canada Exploration Inc. (““PEX’’), to. a group of Canadian 
chartered banks. The shares, which are redeemable at 
the option of PEX, require the payment of quarterly 
dividends whichat PEX’s option are based ona 
percentage of either the United States Base Rates, or the 
London Inter-Bank Offered Rates of the banks. The 
current dividend rate approximates 6.3% per annum. 


The Corporation’s financial results include those of 
Pacific Petroleums Ltd. from November 11, 1978, the 
effective date of the acquisition. Operating revenue of 
$174.3 million includes $70 million generated by Pacific 
during the control period. If the contribution made by 
Pacific is deducted from operating revenue, the 
resultant $104.3 million generated from Petro-Canada’s 
operations compares with $88.7 million in 1977, or an 
increase of 17%. This increase was entirely due to higher 
-prices for oil and gas. Interest income of $20.9 million 
and a gain on foreign exchange of $8.1 million results 

«mainly from investment of and conversion to Canadian 
currency of the temporarily surplus funds obtained from 
the preferred share issue referred to above. Additional 
income of $1.8 million from Pacific’s equity in the net 
earnings of their affiliate, Westcoast Transmission 
Company Limited, brought Petro-Canada’s consolidated 
total revenue to $205.1 million, an increase of $112.4 
million from 1977. 


Earnings before income taxes and minority interest were 
$76.5 million compared with $30.4 million in 1977. 
Provision for deferred and current income taxes of $42.1 
million resulted in consolidated earnings before minority 
interest of $34.4 million which includes $14.4 million net 
earnings of Pacific from November 11, 1978 to 
December 31, 1978. Seven million dollars of the Pacific 
net earnings was apportioned to the holders of the 
shares which were not held by Petro-Canada (48.4%). 
This minority interest, plus a dividend payment of $13.6 
million on the PEX preferred shares resulted in a total 
minority interest of $20.6 million, leaving net earnings 
for the year of $13.7 million. This compares with $9.5 
million in 1977, representing an increase of 44%. 
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Funds of $99.5 million were provided from operations, 
which compares with $55.9 million in 1977. In addition, 
the sale of the preferred shares by PEX generated 
$1,464.4 million, Petro-Canada issued shares to the 
Government of Canada for $239.5 million, and $8.3 
million in deferred revenue was received for natural gas 
paid for, but not yet taken, for a total source of working 
capital of $1,811.7 million. This was used as follows: 


(millions) 
Purchase of 51.6% interest in 
Pacific Petroleums Ltd. 
(net of $47.8 million working capital)... .. $ 699.0 
Reserved for completion of 
Pacific acquisition). sacs teemeren Geneon 749.0 
Oil and Gas exploration 
and development:s.:us1 eames casa eee 140.6 
Pamaretic Oils ltd. 2: Sy eae eee 16.7 
Synctide Project... seaeecu ae ween 27 
Polar Gas, Heavy Oil, Arctic LNG and 
other feasibility studies 
(deterred charges): .2..snets om nae 13 
Reduction of long-term debt ............. 31.1 
Share issue of expense (PEX).............-. vs 
Increase in working capital............... 83.6 
$1,811.7 


At December 31, 1978, consolidated assets totalled 
$3,348.9 million compared to $878.7 million at the end 

of the previous year. The major increase results from the 
inclusion of 100% of Pacific's assets at their historical 
cost, plus the excess of the consideration paid for the 
shares of Pacific over their book values. Also 
contributing to the increase in consolidated net assets is 
the $749 million cash balance at December 31, 1978, 
which was being held to complete the Pacific purchase. 
Consolidated assets consists of current assets, $243.9 
million; cash held for Pacific acquisition, $749 million, 
investments (mainly Westcoast Transmission Company 
Limited and Panarctic Oils Ltd.), $235.5 million; property, 
plant and equipment, $2,087.2 million, and deferred 
charges of $33.3 million. 


Deduction of liabilities, deferred income taxes and 
minority interest in subsidiaries, totalling $2,546.2 million 
results in shareholder's equity at December 31, 1978 of 
$802.7 million, an increase of $251.6 million from the 
balance at December 31, 1977. Working capital at 
December 31, 1978 was $82.8 million, compared with a 
working capital deficit of $0.7 million at December 31, 
OAT. 


PEAT, MARwICK, MITCHELL & Co. 
CHARTERED ACCOUNTANTS 


To The Honorable Alastair W. Gillespie, P.C., M.P. 
The Minister of Energy, Mines and Resources 
House of Commons 

Ottawa, Canada 


We have examined the consolidated balance sheet of Petro-Canada as at December 31, 1978 and the consolidated 
statements of earnings and retained earnings and changes in financial position for the year then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly included such tests 
and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the corporation as at 
December 31, 1978 and the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding 
year. 


We further report as required by Section 77(1) of the Financial Administration Act that, in our opinion, proper books of 
account have been kept by the corporation and the transactions that have come under our notice have been within 
the powers of the corporation. 


Calgary, Canada 
eee leat, Manueck WWilehll £2 
, s . 


Chartered Accountants 


q7 
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Peiro-Canada 


Consolidated Balance Sheet 


As at December 31, 1978 


(stated in thousands of dollars) 


Assets 


CURRENT ASSETS 
Cash and short-term deposits 


Accounts receivable 


Inventories 


Deposits and prepaid expenses saa). 2.0... - sk» cpm ae 
CASH HELD FOR INVESTMENT (Note 13) 
INVESEMENZS (NOtE:3) Wain) 5. nage Sites arent cle Meith ogame te 
PROPERTY, PLANT AND EQUIPMENT, net (Note 4) 
DEFERRED CHARGES (Note 6) 


Approved on behalf of the Board 


pide 


Director 


SA ies 


Director 


March 15, 1979 


1978 


$ 76,471 
127,984 
38,171 
Rye 92 


243,858 
749,000 
235,485 
2,087,244 
33,420 


$3,348,913 


si Ti 


91,807 
718,846 
16,910 


$878,696 


Liabilities 


CURRENT LIABILITIES 


Accounts payable and accrued liabilities................. 
Portion of long-term debt due within one year............ 


5% CONVERTIBLE SUBORDINATED DEBENTURES (Note 13) ... 
MINORITY INTEREST IN SUBSIDIARIES (Note 8) ............. 


Shareholder’s Equity 


CAPITAL (Note 9) 


PLelenrec SHaneSe cee. eran ate ee ae ys hte ein Oe oe Ra a ae 
EQN GINS TATSS SER Oe. «uc orice wee ne eases ak ture nee 


Pee eae DEAR Nites ua. et, opus or cy Leki eG thee aoe 


COMMITMENT (Note 8) 


1978 


oe 295 
36,839 


161,034 


300,277 


8,290 


307,452 


25,004 


1,744,165 


337,800 


440,000 


777 800 
24,891 


802,691 


$3,348,913 


1977 


$ 31,466 


20,400 
51,866 
193,600 


82,082 


258,300 


280,000 


538,300 
12,848 


551,148 


$878,696 
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Pelro-Canada 


Consolidated Statement of Earnings and 


Retained Earnings 
For the year ended December 31, 1978 


(stated in thousands of dollars) 


REVENUE 
Opetatin gay eta: + Mae aes oake's-ealitmnars: Weems 98 at near 
UAL cL (ol legit a => Saat Ga ay Aa 9 Ni agra are, PE Ae RN 
Gam. on foreign exthiam gehts ke on wee axe oh aaah C aehe ee 
Equity inveamings olattialesw. cities: 2 Stho. sates: ee 


EXPENSES 
O@HSSNALIN Soren eniea sales ovata ines «go's sdets Sey iat ae aie Repeat 
General-and administrativ Givi atos seme ina ttnseelcy eee ee te hoes nes re 
Intefest'on long-term debt af 308 h. ja. oe ee Re ieee 
Other interest Ses gra eck eee ot a ee A ee eae 
Depreciation, depletion and amortization................ 
Researchers) yn hiss 2 cunts Sone Sag eon ee ene Us on ee an ae 


EARNINGS BEFORE INCOME TAXES AND 
MINTO RULY-IN TERE a ie ooo hase cei okt er ece Niet ah eee 


PROVISION FOR INCOME TAXES (Note 10) 
Deterre dese aS sah ee ee UL ng ke 
GUE tae ee eerie are, Kea AA oc ee eee 


EARNINGS: BEFORE MINOR ERVIN. DERES Tatas ges cresiat titres tp ete ewes 
MINORITYAINTEREST-IN'SUBSIDIARIES ® 25: vio. Bos hele seh 


PREFERRED SHARE ISSUE EXPENSE OF SUBSIDIARY ........... 
RETAINEDIEARNINGS AUT ENBOORN BARI Gs, odds Senne 


1978 


(Note 2) 


$174,344 
20,926 
8,046 
We79 


205,095 


53,763 
23,196 
el, 209 
1,839 
38,388 
125 


128,600 


76,495 


38,763 
3,346 


42,109 


34,386 


20,646 


13,740 


12,848 


26,588 
697 


$ 24,891 


1977 


$88,718 
S979 


92,693 


13,810 
13,198 
10,553 
24,471 

248 


62,280 


30,413 


21,898 
(1,000) 


20,898 
Lh us 


95515 
3,333 


12,848 


$12,848 


Petro-Canada 


Consolidated Statement of Changes in 


Financial Position 
For the year ended December 31, 1978 


(stated in thousands of dollars) 


SOURCES OF WORKING CAPITAL 
Net eanmingsd or yGak ve turret ot tgp. + ie eked fies Seca 
Add charges not involving an outlay of working capital ..... 


Working capital provided from operations ............... 
Proceeds from issue of preferred shares by subsidiary....... 
Proceeds fronmuissuerol SNATCSs occ. tt cee aN es any Su glaee 
Proceeds from issue of long-term debt. .................. 
Deferred natural gas revenue... 0... ee es 


USES OF WORKING CAPITAL 


Acquisition of Pacific Petroleums Ltd. 
Net assets, at attributed values, less working 
capital acquired of $47,838 (Note 2)...............005. 


Cash held for investment in subsidiary (Note 13) .......... 
IN GREASE IN TO VESEIMEGIUS wate cweticte, Na oe tee auc carat tyes aC yee 
Purchase of property, plant and equipment............... 
ineréaseinideferred'charges.00 aon eke ee ea 
Reduction oflong-term debt 4 002.0 ccc fen an ee ee ee 
Preferred share issue expense of subsidiary............... 


INCREASE (DECREASE) IN WORKING CAPITAL.............. 
WORKING CAPITAL (DEFICIENCY) AT BEGINNING OF YEAR .. 


WORKING CAPITAL (DEFICIENCY) AT END OF YEAR. ........ 


1978 1977 
(Note 2) 

So 13;740 $ 9515 
85,792 46,369 
99,532 55,884 

1,464,375 aus 
239,500 154,500 
— 4,000 

8,290 se 
1,811,697 214,384 

699,923 = 

749,000 ad 
16,746 11,807 
219,236 166,958 
Fate S22 9,940 
31,116 40,400 

1,697 — 
1,728,140 229,105 
83,557 (14,721) 
(733) 13,988 
$ 82,824 $ (733) 
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Pelro-Canada 
Notes to Consolidated Financial Statements 


December 31, 1978 


(tabular amounts shown in thousands of dollars) 
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1. Summary of Significant Accounting Policies 


(a) 


Basis of Consolidation 


The consolidated financial statements include the accounts of Petro-Canada (‘the Corporation”) and all 
subsidiaries, the principal of which are Petro-Canada Exploration Inc. and Pacific Petroleums Ltd. 


The excess of the consideration paid for the shares of subsidiaries over the underlying net book values at the 
dates of acquisition has been attributed to the related assets acquired. 


Inventories 
Inventories are valued at the lower of cost and net realizable value. 


Investments 


The Corporation accounts for investments in companies over which it has significant influence on the equity 
basis. Other long-term investments are accounted for by the cost method. 


Property, Plant and Equipment 


The Corporation follows the full cost method of accounting for oil and gas properties whereby all costs 
relating to the exploration for and development of oil and gas reserves are capitalized. Such costs include 
those related to lease acquisitions, geological and geophysical activities, carrying charges of non-producing 
properties, drilling both productive and non-productive wells and overhead related to exploration. 


Separate cost centres have been established for non-frontier Canada, each of four Canadian frontier areas, 
United States, North Sea and Spain. Costs incurred in non-frontier Canada and Spain are depleted separately 
on the unit of production method based on estimated proven oil and gas reserves. For purposes of calculating 
depletion, natural gas production and reserves are converted to equivalent barrels of crude oil based on the 
relative energy content of each commodity. Annual costs incurred in the other cost centres are amortized on 
a straight line basis over the period during which exploration activity in each cost centre is expected to 
continue. Where exploration proves to be successful, amortization is suspended and the unamortized 
balance of the cost centre is depleted on the unit of production method when production commences. 
Where exploration proves to be unsuccessful and the cost centre is condemned or abandoned, the 
unamortized balance of that cost centre will be charged to earnings at that time. 


Substantially all of the Corporation's exploration and production activities related to oil and gas are 
conducted jointly with others. Only the Corporation's proportionate interest in such activities is reflected in 
the financial statements. 


Costs of property, plant and equipment associated with the Syncrude Project and related leases are 
accumulated in a separate cost centre and will be depleted on the unit of production method when 
production commences (Note 5). Expenditures on other bituminous sands leases are also accumulated in a 
separate cost centre and are amortized, depleted or otherwise charged to earnings in accordance with the 
policy described above for the Canadian frontier and foreign areas. 


Depreciation of plant and equipment (except as noted above) is provided on either the unit of production or 
straight line methods as appropriate. Straight line depreciation rates range from 3% to 25%. 


(e) 


Deferred Charges 

The Corporation is deferring costs incurred on feasibility studies involving economic evaluation and 
preliminary engineering relating to: 

(a) Production of hydrocarbons from conventional heavy oil deposits 

(b) Polar Gas Project 

(c) Arctic Liquefied Natural Gas Project 

(d) Other — transportation and drilling related technologies. 


When production or commercial activity of a particular project commences the applicable expenditures will 
be amortized based on the estimated useful life of the project. In the event that a decision is made not to 
proceed with a particular project, all associated costs will be charged to earnings at that time. 


The costs of the Polar Gas Project relate to feasibility studies in connection with a gas transmission system 
from the Arctic Islands to Eastern Canada. Under the participation agreement, subject to the project's 
feasibility and approval by the necessary regulatory authorities, the participants shall be entitled to have the 
costs they have incurred treated as an equity investment in a company incorporated to construct and 
operate the transmission facilities, or be reimbursed out of any financing of such company. 


Debt issue expense is being amortized on a straight line basis over the life of the debt: 


Research Costs 
Research costs are charged against income as incurred. 


Income Taxes 


The Corporation makes full provision for income taxes deferred as the result of claiming tax depreciation, 
exploration, development and other costs which exceed the related amounts charged to expense in the 
financial statements. 


Translation of Foreign Currency 


Current assets, current liabilities and cash held for investment are translated at the rate of exchange in 
effect at the end of the year. The resulting gains and losses are included in earnings. Long term assets, 
liabilities and minority interest are translated at rates in effect at the dates the assets were acquired, the 
obligations incurred or the capital stock issued to the minority interest (Note 8). Revenue and expense 
items are translated at the average rates in effect during the year with the exception of depletion, 
depreciation and amortization which reflect rates in effect when the assets were acquired. 


Acquisition of Subsidiary Company 


Effective November 11, 1978, the Corporation, through a subsidiary, acquired 11,497,519 common shares of 
Pacific Petroleums Ltd. for a cash consideration of $746,861,000 (including related expenses), representing 
51.6% of the issued common shares of Pacific at December 31, 1978. The Corporation's consolidated earnings 
include its share of the earnings of Pacific from November 11, 1978. Details of the acquisition, which has been 
accounted for by the purchase method, are as follows: 


BOOk Wati@ol ACHHICC ASSOUS ar. Se ane a chs 3 ache reprints Gs ate es ass yee ns $ 908,164 
BOOKA Otassumned laOUILICS - .. uc.. Inve SOMO tee = . cdetccntolananAG cals ie hdake 617,598 
290,566 
Excess of attributed value over book value of acquired net assets: 
Petroreum and natural gas properties... br whe idee al. wees coe eee $454,913 
Investment in Westcoast Transmission Company Limited .................. 10,028 
DS ELI ICEMAN Ma. Wiring as cites eed’ Shane amine aN ate + SRM mee comer) (8,646) 456,295 
(ONS Daas UES is 6's Sarees, er RR Sg se ame DI Mar eA 746,861 
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The net assets acquired, at attributed values, consist of: 


IIVESEIIELIES 5 ¢ Seentiscs eur Nuveen Ok ty Geese clot tata a Ree Sem tees Sie Nees ee $ 128,563 
Prepetty, plantamevequipments.c cg) cura, na kon caus -« aie ccepe eee ee cm eee 1,187,550 
Deferred charges oo ctonncecd wediy. ab ncctsw 2208 eh onthe wade, © pep ag Pontos lee) ennai ica atte 5,145 
Fongsterny debi atitets nie mate sient yan tab pao, 0 ear eR alias 00 SOR Ne eaas (137,793) 
5% Convertible Subordinated Debentures... ......... 6.0 e eee ence cent eee (25,004) 
Deterred income'taxes Wess sipe.cn ciate Oh catany hee cov Bice caeceen Mem A tae ae meaite (186,607) 
Mingrikyinterestee seen \ nce. ce riah. taco gitee soy. Merete St adkeaty RPA eae a (272,831) 
$ 699,023 

Working capital 

GUIKENt asSel sae Se teh Tae eee cpap Ce cI soe tatoe +» coma ei ae $126,256 

Cuimrent lig bilities ch: saree ela tities re Saleh ces | tetra eg ioe 3 MEN. Dae Tae (78,418) 47 838 

$746,861 
Investments 
The Corporation’s investments consist of: 
1978 197A 

At equity 

Westcoast Transmission Company Limited ............ 6.0.5 cece eee betes $116,700 oS = 

Parra ceiCeOi [Stetina vperopmite a6 2 Satelonk « MMT a dig: Seca Uri euaetneu Sane Paar 108,553 91,807 

Pacific Northen: <a clit oe. 8 oa eos cerca a Oe i cae rap ected 1,996 — 
Other aticost...7aa ee IA ire Be ca Ue Rea shies oo OR cee CR aee eee 8,236 — 

$235,485 $91,807 


Westcoast Transmission Company Limited 


At December 31, 1978, Pacific (51.6% owned by the Corporation) held 11,116,845 shares, or 32.1% of the total 
outstanding shares of Westcoast Transmission Company Limited. Westcoast has 5,765,128 shares reserved for 
issuance to holders of convertible securities and share purchase warrants. If all of the reserved shares had been 
issued, Pacific's interest in Westcoast would have been reduced to 27.3%. Westcoast follows the taxes payable 
method of accountirig for income taxes in accordance with generally accepted accounting principles prescribed 
for certain utilities. 


If the tax allocation method were followed by Westcoast, equity in earnings of investments, net earnings, and 
retained earnings of the Corporation would be reduced by $863,000 in 1978. 


At December 31, 1978 the quoted market value of Pacific’s investment in Westcoast was $133,303,000. 
Panarctic Oils Ltd. 


During 1978, the Corporation subscribed to a further financing of Panarctic Oils Ltd., increasing its investment at 
December 31, 1978 to $108,553,000. This additional investment maintained the Corporation’s ownership of the 
issued common shares of Panarctic at approximately 45%. These shares are not traded on the open market and 
therefore do not have a quoted market value. The activities of Panarctic Oils Ltd. are in the exploratory stage and 
all expenses less sundry income have been capitalized; the company is deemed not to have earned a profit or 
sustained a loss. The Corporation is committed to expenditures of approximately $14,000,000 in connection 
with the ongoing financing of Panarctic. 


Property, Plant and Equipment 


Property, plant and equipment consists of: 
1978 1977 


Accumulated 
Depreciation, 
Depletion and 


Cost Amortization Net Net 
Oil and gas 
Canada 
—=iINOR-[FORTIE areas. sega kali) OL. ee ean $1,418,247 $51,340 $1,366,907 $373,619 
MGONTIETsAe@a Shae so care oho. Oy hs a men sa eee 162,757 14,742 148,015 72,413 
POT OMOR SU a 3h Sak SSM Mk ow oat gyndenabaR Pero aael Me 3 40,671 1,458 39,213 425 
Bituminous sands 
— Syncrude Project and related leases (Note 5).... 337,763 — 3374763 259,064 
— Other bituminous sands leases 
and expenditures thereon. .............0005 12,140 A522: 10,618 10,385 
Retininmandimarketing.i 0...) eee ok . ae eek 44,239 54 44,185 _ 
attival PASMNGUICS COR. Ai le ee ae 85,898 209 85,689 — 
Pipelines, and other property and equipment....... 56,217 1,363 54,854 2,940 
$2,157,932 $70,688* $2,087,244 $718,846 


*Consists of depreciation — $7,248,000, depletion — $45,718,000 and amortization — $17,722,000 (at December 31, 1977 — $3,346,000, 
$23,990,000 and $5,085,000 respectively). 


Syncrude Project 


The Corporation has a 15% participation in a project operated by Syncrude Canada Ltd. to produce synthetic 
crude oil from the Athabasca Oil Sands. The Corporation considers this project to be in the start-up phase as at 
December 31, 1978 and consequently start-up expenses, net of revenues are included in the capital cost of the 
project. Associated with the Syncrude Project are facilities which are not owned by the participants, consisting 
of a steam and electricity generating plant, a field gas supply pipeline and a pipeline to transport plant product 
to Edmonton. The Corporation, together with the other participants, has minimum usage commitments 
relating to these facilities. 


Under the terms of an option agreement, which expires September 1, 1979, Alberta Energy Company Ltd. 
has the right to purchase up to 20% of the project from the participants by reimbursement of an amount based 
on the option percentage exercised. 


Deferred Charges 


Deferred charges consist of: 


1978 1977 

At cost: 
HGaY yy OINDURICCIS 2 Teak dirs Pas in Meer ee EE eee oy ae. ah hats $12,645 $ 3,504 
Polar Gas TOPICS nae Ke Wink WOE ans RR CEE Oo -  FERE In ROLS ON a. oe 12,062 10,887 
Arctic Liquetied Natural'GasiProjeGts se .<, ees Sag oie Me ate ey ws ee 4,950 2,000 
(OYA sets «Meaty Seen ea poe aa Me arc ace pepe Sore nie, inf, Sch MUN Nik ano Ee a 2,703 214 
WAIN OULIZerIODt CXDENSE aise. wate thane fuel «lw, Se cM we PRs MURR. 5 wo ah = 966 308 
$33,326 $16,910 
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Long-Term Debt 


Long-term debt consists of: 


Maturity 

In Canadian dollars 

Bankitncome, Debentures: seek vk ee Pe ee Sal ee te ae 1983 

6AM. — aba! SIMON AC CSkaey «fo aie as <.isterp Mr ae ieee 1985 

Other long-term debt, non-interest bearing...............0. 1987 
In United States dollars 

9% unsecured notes ($60,000,000 U.S.).... 0.0... ee ee eee 1996 

8.45% unsecured notes ($30,000,000 U.S.) ............ 0000 eee 1987 

5-1/4% unsecured notes ($29,900,000 U.S.) ........... 00 ee eee 1985 

5-3/4% — 6-1/4% mortgages ($4,978,000 U.S.).............4-. 1988 

6-1/2% secuiped notes ($2,577,000 UI SIr. . . ese eae ss Gaacec Hees 1982 


Less portiondue. within’oneyear. . ...aieleme..: Sea. fe ce ane 


Bank Income Debentures 


1978 


$190,000 
2,055 
3,600 


65,161 
33,717 
33,926 
5,686 
ZO a 


337,116 


36,839 


$300,277 


ag77 


$210,000 


4,000 


214,000 


20,400 


$193,600 


The Bank Income Debentures are held by a Canadian chartered bank and bear interest at approximately 52% 
of the bank’s prime lending rate as announced from time to time. No deduction is allowed under the Income 


Tax Act for interest expense relating to the Bank Income Debentures (Note 10). 


While the Bank Income Debentures are not secured by any charge against the assets of the Corporation, there 
are certain restrictions with respect to the disposition or encumbrance of the investment by the Corporation 


in Petro-Canada Exploration Inc. 


Long-term debt in United States dollars 


Issues denominated in United States dollars are the obligations of Pacific and have been translated into 
Canadian dollars at the exchange rate in effect on November 11, 1978, the effective date on which the 


Corporation acquired control of Pacific. 


Repayment of long-term debt 


Annual repayments of the 9% and 8.45% unsecured notes will commence in 1981 and 1982 respectively. All 


the other issues are currently subject to annual repayments. 


The minimum repayment of long-term debt in each of the next five years is as follows: 


1979 — $36,839,000, 1980 — $46,887,000, 1981 — $61,548,000, 1982 — $66,325,000, 1983 — $36,386,000. 


Minority Interest in Subsidiaries 


Minority interest in subsidiaries consists of: 


1978 
Preferred shares of Petro-Canada Exploration Inc. 
($97250,000 0OGL Se. eta. Gone tata Wa At edad ah ote siete a en $1,464,375 
Common shares of Pacific Petroleums Ltdi 24%... .. 7. 9.4m. ao ieee taeeeeeasl 279,790 
$1,744,165 


1977 


On November 10, 1978, Petro-Canada Exploration Inc. (‘‘PEX’’) issued 12,500,000 floating rate, cumulative, 
redeemable, non-voting, preferred shares to a group of Canadian chartered banks at $100 U.S. per share for an 


aggregate consideration of $1,250,000,000 U.S. ($1,464,375,000 Canadian at date of issue). 


The shares are redeemable, at the option of PEX, at $100 U.S. per share, plus accrued dividends, except to the 
extent that shares in excess of 3,125,000 are redeemed during the three years ending November 10, 1981, such 
excess shares are redeemable at a premium of $2 U.S. per share. 


Cumulative dividends, payable quarterly, are based on a percentage of, at the option of PEX, either the United 
States Base Rates, or the London Inter-Bank Offered Rates of the banks. The current dividend rate 
approximates 6.7% per annum. 


Under the terms of an agreement between the banks and the Corporation, in the event that PEX does not 
exercise its option to redeem the shares over a ten year period beginning December 31, 1983, or in the event 
of certain occurrences under the provisions of the agreement, the banks have the option: to require the 
Corporation to purchase the shares at $100 U.S. per share, plus accrued dividends. 


Capital 
Authorized: 
The initial authorized capital of the Corporation was $500 million divided into 100 common shares of the par value 


of $5 million each. This was increased to 116 common shares on the acquisition of the capital stock of Panarctic 
Oils Ltd. previously owned by the Government of Canada. 


Pursuant to the Petro-Canada Act, and subject to certain conditions and limitations as to the aggregate amount, 
the authorized capital of the Corporation is increased by the issue of preferred shares. Accordingly, at any time, 

the authorized and issued preferred shares are identical. The preferred shares have a par value of $1 each, are 
redeemable at par at the option of the Corporation, carry no stated rate of dividend and are non-cumulative. 


Issued (to the Government of Canada): 


1978 1977 
Number Number 
of of 

Shares Consideration Shares Consideration 
Common Shares 
Balance at beginning of year..................205. 56 $280,000 45 $225,000 
EOUCASI Ease San ey i ee ae 1s ke IER ME Okc, oa 32 160,000 ala 55,000 
Balanceat end-of veal a. sam ving aad Davie ee | ie ys eee 88 $440,000 56 $280,000 
Preferred Shares 
Balance at beginning of year...................... 258,299,853 $258,300 158,799,853 $158,800 
FOLCASN: 2, ASS, SOR RE A Gn oe ewan 79,500,000 79,500 99,500,000 99,500 
Paancerar ENG Ok Vveats a okt ok et a Le Bee es 8 337,799,853 $337,800 258,299,853 $258,300 
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Income Taxes 
The provision for income taxes of $42,109,000 (1977 — $20,898,000) differs from the result which would be 
obtained by applying the combined Canadian Federal and Provincial income tax rate of 47% to the earnings before 
income taxes and minority interest of $76,495,000 (1977 — $30,413,000). This difference results from the 
following items: 


1978 1977 
% of earnings % of earnings 
before income before income 
Amount taxes Amount taxes 
Computed ‘‘expected’’ tax expense ............... $135,953 47.0% $14,294 47.0% 
Increase (decrease) in taxes resulting from: 
Royalties and other payments to 
Provincial: Governments es eee ee eae re eee. 37,342 48.8 25-30 83.2 
Provincial income tax rebate plans ............... (5,408) (7.1) (4,463) (14.7) 
Federal allowances 
Resourcetallowancer:.t mie erate: Wen nici an (19,547) (25.6) (13,156) (43.3) 
Tax depletion on 
Canadian production income ...........-..- (10,430) (13.6) (8,611) (28.3) 
Frontier exploration allowances ............... (4,093) (5.3) (2,568) (8.4) 
Scientific research allowance. ..............0.. (1,214) (1.6) = oz 
Non-deductible interest on Bank 
Income Debentures (Note 7).............02005 4,891 6.4 4,960 16.3 
Amortization of excess of attributed 
value over book value of 
assets acquired on purchase of 
SubsidiarVicOMpPanies,.<... «WRN ah seine eens 6,436 8.4 5,131 16.9 
Equity earnings and dividends................... (902) (1.2) a a 
@ither: ae ee be Boe ee ee eke Meena See (919) (1.2) — = 
Provision: fOninCometaxesi.7ca a aeeea a Co ae ee $ 42,109 55.0% $20,898 68.7% 


Anti-Inflation Program 


The Federal Anti-Inflation Program was discontinued during 1978. During the period the program was in force, 
the Corporation was subject to and complied with the controls on profit margins and compensation to 
employees. 


Comparative Figures 


Certain reclassifications have been made to the 1977 comparative figures to conform with the current year’s 
presentation. 


Subsequent Events 


(a) 5% Convertible Subordinated Debentures 


On December 18, 1978 Pacific called for the redemption, effective January 17, 1979, of all of the 
outstanding 5% Convertible Subordinated Debentures. Subsequent to December 31, 1978 $24,566,000 
principal amount of the debentures was converted, at the rate of 26 shares per $1,000 principal amount 
into 638,716 common shares of Pacific and the balance was redeemed. 


, 


(b) Acquisition of shares of Pacific 


On January 19, 1979 the Corporation, through a subsidiary, made a tender offer to purchase for cash at 
$65.02 per share, any and all of the outstanding common shares of Pacific not already held by the 
Corporation. The offer, as extended, was open until March 12, 1979. By March 15, 1979 the Corporation 
had acquired approximately 11,000,000 additional shares of Pacific at a cost of $720,000,000 bringing its 
total holding to 98% of the issued shares for an aggregate consideration of $1,467,000,000. 


.\| Substantially all of the funds for the above purchases were obtained from the proceeds of the preferred 
——K\ shares issued by PEX (Note 8). The Corporation proposes to acquire the remaining 2.0% of the issued 
! > shares of Pacific under the provisions of Section 199 of the Canada Business Corporations Act for an 
estimated additional consideration of $29,000,000. 
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The Year in Review 


Events in 1979 continued to 
emphasize energy as a matter of 
importance both in Canada and 
world-wide. Rapidly changing 
international events, such as those in 
Iran, emphasized the great 
uncertainty of continued oil supplies 
from the Middle East. International oil 
prices rose substantially in 1979. 
Official government prices of crude 
oil by OPEC member states increased 
more rapidly than at any time since 
1973 and spot market prices were as 
much as $95 per cubic metre higher 
than official prices. The governments 
of the key Western industrialized 
countries reaffirmed again at the 
Tokyo summit and at the Ministerial 
meetings of the International Energy 
Agency a determination to reduce 
their dependence on imported crude 
oil. 


Energy matters dominated events in 
Canada as well. The newly-elected 
Government put forward a goal of 
self-sufficiency in oil by 1990 and 
other political parties also 
emphasized the need to increase 
domestic oil supplies and to reduce 
foreign crude oil requirements. Energy 
issues continued to be an active 
public policy issue through the year 
and into the 1980 federal election. A 
major issue on which debate was 
focused was the future of oil and gas 
pricing arrangements. 


Petro-Canada was a subject of much 
discussion in this overall energy 
debate and faced a period of 
considerable uncertainty as to its 
mandate and future. The election of 
the Government on May 22 brought 
with it a commitment on the part of 
the Government to review the 
existing role and mandate of Petro- 
Canada and its relationship as a 
Government agency to its sole 
shareholder — the Government of 
Canada. In the first months of the 
new Government an internal review 
examined the future role for the 
Corporation. On September 7, the 
Government of Canada announced 
the creation of a Task Force to 
examine and propose a method of 
privatizing the Corporation. On 
October 16 the Task Force presented 
its recommendations to the 
Government. The most important 
recommendations were to keep the 
Corporation intact and to distribute 
the Government's investment in 
Petro-Canada to the public to make 
them direct equity shareholders. 


Sunset on a prairie pumpjack. 


Zapata Ugland rig is being used to drill 
the Ben Nevis well. 


Ice berg studies in the north are part of 
the Corporation’s environmental studies. 


On December 20 Prime Minister Clark 
announced a proposal for 
restructuring Petro-Canada. Petro- 
Canada would remain intact as a 
corporation, some of its shares would 
be distributed free to the public, 
some made available for purchase by 
Canadians and some retained by the 
Government. The Corporate goals of 
this restructured Petro-Canada would 
be guided by traditional commercial 
criteria. 


On February 18, 1980, Canadians 
elected a Liberal Government that has 
declared itself determined to maintain 
and strengthen Petro-Canada as an 
instrument of public policy. 


Rig on location in Brazeau field. 


An extensive drilling program was 
carried out in Western Canada. 


While the review by the Government 
in 1979 caused considerable 
uncertainty among the board, 
management and staff, there was a 
continuing commitment by the 
Corporation to assist the Government 
in its deliberations regarding Petro- 
Canada. Despite the uncertainty of 
the period, Petro-Canada continued 
to actively fulfill its statutory mandate 
and to move its projects and activities 
ahead. As well, it remained prepared 
to fulfill whatever purpose might be 
required of it by the Government and 
Parliament of Canada. 


The most positive significant events 
in the Canadian oil and gas industry 
were the results of frontier 
exploration in 1979. In retrospect, 
1979 may well be considered a 
turning point in Canadian frontier 
exploration. Two potentially 
significant oil discoveries were made 
— the first by Dome Petroleum Ltd. at 
Dome et al Kopanoar in the Beaufort 
Sea and the second, in which Petro- 
Canada has a 25% interest, at 
Hibernia, off Newfoundland. Both of 
these discoveries will require further 
drilling to establish the extent of the 
reserves. 


Near Hibernia further exploratory and 
delineation drilling, already in 
progress, has already advanced the 
understanding of the significance of 
this discovery. If the reserves 
discovered are of commercial 
magnitude, the capability of year- 
round operations at Hibernia will 
likely permit this area to produce the 
first Canadian frontier oil to reach 
market. 


Gulftide offshore rig was used off the 
east coast to drill Venture D-23. 


The picture also brightened for 
frontier gas. Gas discoveries at 
Whitefish in the Arctic Islands, a 
successful gas delineation test at 
Bjarni on the Labrador coast and the 
wildcat gas discovery at Venture off- 
shore Nova Scotia, make possible the 
eventual addition of a large volume of 
gas to Canada’s reserves. In addition, 
success has been indicated at two 
other wells off the Labrador coast 
which will be tested during the 1980 
drilling season. 


Petro-Canada has been an active 
participant in all of the frontier 
discoveries made in 1979 with the 
exception of Kopanoar. 


Employees are Petro-Canada’s key 
resource. 


The purchase of Pacific Petroleums 
was completed in 1979. An offer to | 
purchase the remaining 48.4% of the 
shares of Pacific, circulated in spring, 
1979, was accepted by remaining 
shareholders of the outstanding 
shares. Pacific’s operations were 
completely merged with those of 
Petro-Canada during the past year. It 
is a tribute to all employees that this 
amalgamation has been 
accomplished so successfully. 


| 
| 
| 


During 1979, the Corporation 
continued to develop its oil and gas 
production in Western Canada and to 
actively explore for new sources of 
conventional oil and gas in the area. 
In addition, it continued to pursue its 
many diverse research and field pilot 
activities in the oil sand and heavy oil 
areas of Alberta and Saskatchewan. 
Construction of a major ethane 
extraction facility at Empress, Alberta 
was completed in 1979. 


In 1980, Petro-Canada will maintain 
its high level of capital investment. In 
late 1979, the Government of Canada 
approved its 1980 capital budget 
calling for $435 million in capital 
expenditures. Of this, $115 million 
has been allocated for frontier 
exploration and $104 million for 
western Canada exploration — 
indicative of the high level of 
exploration activity to which Petro- 
Canada is committed. A further $106 
million has been budgeted for capital 
expenditures related to development 
of conventional light oil and gas 
production, reflecting Petro-Canada’s 
position as a major Canadian oil and 
gas producer. The remaining funds 
will be dedicated to foreign 
exploration activity; oil sands, heavy 
oil and coal development; 
transportation systems and the 
manufacturing and marketing of 
petroleum products. 


Construction of Petro-Canada’s $10 
million research and development 
centre near the University of Calgary 
continued in 1979. Completion is 
expected in Spring 1980. 


Petro-Canada has continued to apply 
a high standard of attention to 
environmental and social concerns as 
an integral part of its many activities. 


Exploration 


Petro-Canada’s exploration program 
was the major success story of the 
Corporation in 1979. A major goal of 
Petro-Canada since its formation has 
been to explore Canada’s frontiers. It 
is a goal the Corporation has pursued 
vigorously. Petro-Canada has been 
involved in 60 of 114 frontier wells 
drilled since 1976, a participation rate 
better than any other oil and gas 
company operating in Canada. It has, 
in those four years, spent $246.6 
million or about 60% of its exploration 
budget on frontier exploration — 
about 12% of the industry total. 
Expenditures in 1979 were $64.0 
million. At December 31, 1979, it will 
have earned 120 000 square 
kilometres from a gross land spread of 
about 419 000 square kilometres (see 
acreage summary chart). 


During 1979, Petro-Canada 
participated in six successful 
discoveries in Canada’s frontier 
regions. In Western Canada, the 
Corporation conducted a major 
exploration program of its lands as 
well as adding to its exploration 
acreage. Total expenditures of $115.9 
million were incurred primarily in the 
central Alberta/northeastern B.C. gas 
plays, the West Pembina area, and in 
the Lloydminster area of Alberta and 
Saskatchewan. 


In 1979 the Corporation obtained 
over 172 000 kilometres of seismic 
data in Canada and internationally to 
develop a greater knowledge of 
potential exploration targets. 


Offshore 
Nova Scotia 


The first success of the 1979 
exploration year was the discovery of 
gas at Venture D-23. The well was 
part of a multi-well farmin by Petro- 
Canada and Kaiser Resources Inc. on 
5 000 square kilometres of leases near 
Sable Island held by Mobil Oil Canada 
Ltd. and its partners. Petro-Canada 
paid 75% of the $55 million cost of 
the program to earn 30% of the rights 
in the leases. The Venture D-23 well 
flowed gas from three separate zones 
in quantities sufficient to encourage 
participants that gas could be found 
in commercial quantities. Of the 
other four wells in the program, one 
was a significant delineation well 
(Thebaud I-94), two were wildcats 
with minor shows of gas (Migrant. 
N-20 and Cohasset L-97), and one 
was unsuccessful (Cohasset P-42). 


In the summer of 1979, a significant 
follow-up seismic program was 
undertaken by the partners to gather 
information for a 1980 program. At 
year-end, a jack-up rig had been 
contracted to resume drilling by mid- 
1980 in order to further delineate the 
1979 discoveries. 


Newfoundland/ 
Labrador 


The industry exploration program 
during 1979 saw drilling on 10 wells 
and the unprecedented total industry 
expenditure of over a quarter of a 
billion dollars. Petro-Canada was 
involved in 9 of these 10 wells. 


Petro-Canada’s participation in a 
major farmin program in the Labrador 
group, operated by Total Eastcan 
Exploration Ltd., resulted in an 
aggressive exploration program on 
that acreage in 1979. Three drilling 
vessels were employed to drill and 
complete two wells — a dry hole at 
Tyrk P-100 and an indicated 
hydrocarbon success at Roberval. The 
Roberval K-92 well was abandoned 
before it could be tested; however, a 
well will be drilled in 1980 to further 
evaluate the potential of the 
structure. Two other wells, a 
successful gas delineation well at 
Bjarni O-82 and a wildcat test at 
Gilbert F-53, remain to be completed 
and tested in 1980. 


Petro-Canada will earn a working 
interest in about 100 000 square 
kilometres of exploratory licences by 
spending 35% of the overall $125 
million exploration budget in 1979 
and 1980. Petro-Canada’s earned 
working interest will likely be in 
excess of 20% depending on the 
actual program costs. Early in 1980, 
Petro-Canada assumed operatorship 
of the Labrador Group and will 
operate at least three drilling vessels 
on this acreage during the 1980 
drilling season. 


East Coast 


M9 Baffin Bay Permits 

"Baffin Bay Shell Option 

M8 Skaha Permits 

MEE Aquitaine Farmin 

Ms Eastcan et al Labrador Farmin 

~~ Chevron et al Hopedale Farmin 

28 B-P. et al Labrador Farmin 

~~~ Shell-Texaco et al Gander Farmin 
Mobil et al special renewal 
permits (Hibernia Farmout) 
Other P.C. existing joint interest 
lands. 

©2288 Mobil et al East and West Sable 
Farmin 


Petro-Canada participated in three 
other farmin programs on the 
Labrador offshore, the most 
successful of which was Hekja 0-71 at 
the north end of the area. The Hekja 
0-71 well operated by Aquitaine Co. 
of Canada Ltd. was drilled to a depth 
of 3 269 metres prior to being 
suspended for the winter. This well 
has currently bottomed in a section of 
indicated hydrocarbon bearing 
sandstone. In 1980, drilling will 
continue toward the prime reservoir 
targets, below the current depth, 
prior to testing the significance of all 
indicated hydrocarbon zones. 


Petro-Canada farmed out a portion of 
its interests to two Canadian 
companies, Home Oil Company 
Limited and Pan Canadian Petroleum 
Limited, and is now paying 25% of the 
well cost to earn a 15% interest in 

80 000 square kilometres of leases. 


The other two programs were 
unsuccessful. A group of companies 
headed by B.P. Exploration Canada 
Limited drilled the Hare Bay H-31 well 
to a total depth of 4 874 metres but 
failed to find any hydrocarbons. The 
Blue H-28 well, drilled by Texaco 


Canada Inc., although unsuccessful as 


an exploratory well, did establish a 
new world offshore record by drilling 
to a depth of 6 103 metres in 1 486 
metres of water. 


The most promising success of the 
1979 frontier exploration program 
was the Hibernia oil discovery. At 
Hibernia, Petro-Canada acquired a 
25% working interest in the 16 700 
square kilometres of federal special 
renewal permits which were issued. 
Testing of the well yielded oil from 
three separate zones. While the 
maximum test flow was just under 
600 cubic metres of oil per day, the 
operator estimated that under actual 


production conditions this well could 
be capable of producing more than 

3 000 cubic metres of oil per day. The 
oil from the main pay zone has a 
density of 850 kilograms per cubic 
metre, is low in sulphur and is a 

high quality refinery feedstock. At 
present, two delineation wells are 
being drilled, while a third well, Ben 
Nevis I-45, is evaluating a structure 38 
kilometres to the east in a wildcat 
test. The capacity for year-round 
drilling in the area will allow 
continuous evaluation of prospects at 
a much faster pace than in other areas 
with a limited exploration year. 
Studies of the environment in the 
area are under way to determine how 
development could take place with a 
minimum risk of environmental 
damage. 


In the highly prospective Baffin Bay 
area, Petro-Canada conducted an 
extensive offshore seismic 
reconnaissance survey, detailed 
surveys of sea bottom and sub-floor 
conditions at potential drilling 
locations, and extensive surveys 
relating to the biological and physical 
environment of Baffin Bay. These 
studies have been made as required 
by the Federal Government's Eastern 
Arctic Marine Environmental Studies 
(EAMES) program with a view to 
making application to drill in the 
Baffin Bay/Lancaster Sound area. 


Arctic and N.W.T. 


Petro-Canada’s exploration activities 
in the Arctic in 1979 consisted of its 
investment in Panarctic Oils Limited 
and its support of the Arctic Islands 
Exploration Group both directly and 
through Panarctic. The Arctic Islands 
Exploration Group is a consortium of 
companies (Panarctic 22%, Petro- 
Canada 18%, Gulf Resources Canada 
Inc. 25%, Esso Resources Canada Ltd. 
35%) which committed to spend $80 
million over a period of four to six 
years to earn a 60% interest in 

130 000 square kilometres of off- 
shore Arctic acreage interest. The 
Group, in 1979, drilled the most 
significant Arctic gas discovery well in 
more than 5 years. 


The well Panarctic AIEG Whitefish 
H-63, drilled to a total depth of 2 126 
metres, tested gas from two separate 
zones. While the well could not be 
drilled to planned total depth, 
Panarctic has estimated it may 
contain in excess of 150 billion cubic 
metres of natural gas. A twin follow 
up well, AIEG Whitefish G-63, drilled 
in early 1980, tested gas in two zones 
which were indicated but not 
evaluated in the 1979 well. 
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In addition, Petro-Canada, which 
owns just over 45% of Panarctic, 
continues to fund Panarctic activities 
at a rate in excess of its ownership. In 
the 1980 and 1981 program, Petro- 
Canada will finance 81.2% of the 
Panarctic budget to ensure that the 
necessary level of activity is 
maintained. This resulted from a lack 
of budgetary commitment from the 
private sector partners in Panarctic to 
continue funding their representative 
share. 


In the Beaufort Sea, Dome continued 
to exercise its option to earn an 
interest in Petro-Canada lands by 
drilling its well Natsek E-56. The well 
was Started in 1977, drilled to 2 695 
metres in 1978 and drilled to 3 520 
metres in 1979. 


Midnight sun silhouettes Arctic drilling 
rig. 


Frontier Exploration Wells 


Petro- 

Canada Industry 
1976 16 41 
no 7 a3 26 
1978 16 24 
1979 15 23 
Total 60 114 


International 


Petro-Canada has, over the past four 
years, developed a limited 
international exploration presence 
where it was felt that such a presence 
might be of direct positive benefit to 
Canada. Such benefits might include 


access to secure sources of foreign oil, 


increased foreign trade, and access to 
foreign technology for improved 
knowledge and expertise in solving 
Canadian energy problems. Through 
the Pacific purchase, the Corporation 
has also acquired some international 
interests. 


In 1979, the Corporation was 
awarded a 5% interest in an 
exploration block in the Norwegian 
North Sea involving a commitment to 
a three well program for an estimated 
expenditure by Petro-Canada of 
about $4.1 million during 1979 and 
1980. 


In the Far East, Petro-Canada is 
involved in seven of the eight major 
seismic programs currently being 
conducted in offshore areas of the 
People’s Republic of China by a large 
number of major international 
companies and national oil 
companies from other countries. 


Petro-Canada also holds varying 
interests in eight permits located in 
offshore Spain, where the large 
Casablanca oilfield was discovered in 
1975. Sustained production 


commenced in late 1979 from 
temporary facilities in this field. Petro- 
Canada also holds varying interests in 
blocks of land on and offshore in the 
Gulf of Mexico, in the offshore U.K., in 
the offshore German North Sea and in 
the Italian offshore. 


The total Corporation's activity in the 
international area included 
participation in the acquisition of 

100 000 kilometres of seismic data 
and the drilling of nine exploratory 
wells and one development well. 


Whitefish well in the High Arctic. 


Exploration Well Summary for 1979 


(Gross) 
Oil Gas Dry Other indicated TOTAL 
discoveries 
64 54 Dil 1 170 
Land Summary* 
(square kilometres) 
Gross Net 
Western Canada 
Bima COMMA scccoaccuavccvsadooconbne 12 849 7 XO 
ECA | Gr ta aetemeteer er aes Neh eters One nn 0“. gee 3il AO 16 450 
SAG AUCMAWEIN odcao devon caw ecacegesuadever 2 748 656 
NAAINILO Daler rete eee oa ee ee EO, c ag es BS 125 
OnitahiO ee eee ee Ce 445 445 
SUD sto tall ores eer eee eee aia ne ee 48 000 24 977 
Frontier 
N.W.T., Yukon, Beaufort & Hudson’s Bay ... 14 601 Fali22 
ArcticalSlandsSseen nt rere eran, ene eee 130 119 VE DAA, 
FESSICOLS OHISNORE saccaccacaccccccaccoo ace 220 452 60 335 
Sub=tota tite eter eee ets oo: eee OS 72 94 668 
International 
5 795 680 
TO tal Bate a eet Fe een ne er eee 418 967 203825 


* These figures do not include some 4 000 square kilometres of royalty and net production 
interests, nor the Corporation’s interest through its 45% ownership of 140 000 square 


kilometres of leases in Panarctic Oils Ltd. 


** Of these Alberta interests, oil sands leases represent 8 000 square kilometres gross; 2 860 


square kilometres net. 


Western Canada 


The 1979 Western Canada 
exploration program was the most 
substantial in Corporation history. 
During 1979, the Corporation drilled 
or participated in 153 exploratory 
wells. In addition, 4 413 kilometres of 
seismic data was acquired to support 
and further delineate prospective 
leases. An aggressive land acquisition 
program, focused mainly on 
purchases at Provincial Crown sales, 
resulted in the acquisition of some 
148 000 new exploratory hectares to 
the Corporation’s Western Canada 
land inventory in 1979. 


Under farmout from the Alberta 
Energy Company, Petro-Canada 
continued to operate a multi-well 
exploration program, investigating 
the heavy oil and shallow gas 
potential of a portion of the Primrose 
Bombing Range, at Ipiatik Lake. At 
year end, 29 test wells of an original 
100 well commitment had been 
drilled, with a success ratio of 80%, to 
establish a considerable potential for 
heavy oil production. In addition to 
the drilling which will be completed 
in 1980 and 1981, a thermal recovery 
test is planned for 1982. 


Recent exploratory and step-out 
drilling, initiated in part by the 
Corporation, has established new 
reserves of conventional oil in the 
general Utikuma/Golden area of 
central Alberta where successful wells 
have been drilled. Development 
drilling will continue in 1980 to 
delineate discoveries of the previous 
two years’ exploration. 


Within the Deep Basin area of west- 
central Alberta, the Corporation 
began a multi-well program to 
evaluate both shallow and deep 
zones of oil and gas potential. Four 
successful wells were drilled in the 
Cutbank area, three successful gas 
wells were drilled in the Elmworth 
area, and similar successes were being 
evaluated in the Gold Creek/Karr 
areas. Although delineation work has 
yet to be commenced, gas reserves of 
major dimensions are indicated on 
land blocks in which Petro-Canada is 
a dominant interest holder. In 
addition, early indications are that a 
new oil discovery at Lator has been 
made on another of the large lease 
blocks in which the Corporation has a 
significant interest. 


Exploration activity in the highly 
publicized Brazeau oil area has 
matured considerably. Detailed 
seismic investigations are continuing 
to aid in locating new potential 
exploratory areas. In 1979 the 
Corporation drilled two successful 
wildcat wells at Brazeau 7-20 and 
Peco 6-36, both of which have been 
completed as successful wet gas 
discoveries. 


In northeast British Columbia, a major 
land acquisition initiated a new 
exploratory play. This acquisition, 
lying north of the existing Laprise 
gasfield, was the result of intensive 
geophysical and geological study 
during the past two years. Nearby 
exploratory successes by Petro- 
Canada encouraged this 
investigation. 


Western Canada 


(98) Areas in which Petro-Canada 
holds petroleum and natural gas rights 

@Q88 Major 1979 exploration activity 

Areas of major production 

GE Natural gas 

mm 0)! 


Along the foothills belt of Alberta and 
B.C., the Corporation has acquired 
selected, but substantial, leases on 
deep, foothills prospects. A major gas 
discovery on Petro-Canada interest 
lands in the Ojay area of B.C. has 
stimulated the Corporation's interest 
in these prospects. 


Production 


Petro-Canada has combined its 
significant production base with the 
extensive Western Canada reserves 
and production of Pacific, to become 
a major producer of oil and gas in 
Canada. In 1979 the Corporation was 
second in Canada gas production 
with a production rate of 11.5 million 
cubic metres per day. It was about 
eighth in oil and natural gas liquids 
production with production of 10 000 
cubic metres per day. This amounted 
to about 5% of Canada’s oil and 
natural gas liquids production and 
about 5% of its natural gas 
production. 


Approximately 50% of Petro- 
Canada’s gas production is in British 
Columbia, with the Yoyo and Clark 
Lake fields accounting for nearly half 
that volume. In Alberta, the 
Corporation is a major producer in the 
shallow gas areas of the southeast 
and northwest parts of the province. 
Other major areas include 
Whitecourt, Ricinus and Gold Creek. 


Approximately 91% of Petro- 
Canada’s oil production comes from 
Alberta. The major areas are Viking- 
Kinsella and Wainwright in the heavy 
oil areas of eastern Alberta; the 
medium gravity Bellshill Lake field; 
and light gravity fields of Pembina, 
Swan Hills, Nipisi, Redwater, Kaybob 
and Utikuma. 
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Drilling 


Petro-Canada carried out an 
extensive development drilling 
program in 1979 to increase 
production and add reserves to 
maintain the Corporation's position 
and enhance its revenue producing 
base. A total of $32 million was 
invested in drilling 235 gross (net 103) 
development and production wells. 
Of these, 222 gross wells (96 net) 
were completed as oil and gas 
producers. 


1977 1978 1979 


Major areas of activity include the 
Utikuma field, where 6 successful oil 
wells were drilled to add significant 
reserves. At Brazeau River in the West 
Pembina basin, Petro-Canada had 
three drilling rigs operating during the 
last half of the year on both 
exploration and development wells. 
By year end, one successful 
development well had been drilled 
and three others were nearing 
completion. All of these latter wells 
are being completed early in 1980. 
The Corporation continued its 
ongoing annual drilling programs in 
the southeast Alberta shallow gas 
area. In 1979, 67 wells were drilled to 
maintain gas contract commitments 
in the Medicine Hat and Alderson 
fields. Other areas where significant 
multi-well programs were carried out 
include Clark Lake and Laprise in 
northeast British Columbia; Bellshill 
Lake, Rainbow Lake, Caroline and 
Viking/Kinsella in Alberta; and 
Lashburn and Cactus Lake in the 
Saskatchewan heavy oil areas. 


1977 1978 1979 


Approximate Conversion 
Factors 


1 metre 3.3 feet 
1 kilometre 0.62 mile 
1 hectare 2.5 acres 


100 hectares or 250 acres 
35 cubic feet of gas 
6.3 barrels of oil or NGL 


1 square kilometre 
1 cubic metre of gas 
1 cubic metre of oil or NGL 


Facilities 


In.1979, Petro-Canada undertook an 
aggressive capital program to add 
new oil and gas production facilities 
as well as to expand and upgrade 
existing facilities in its producing 
areas. The total cost of this program 
was $34 million of which 70% was 
devoted to gas production. 


Major construction projects were 
undertaken at Yoyo in northeast 
British Columbia, where additional 
compression facilities are being 
installed, and Paddle Prairie in north- 
western Alberta, where a new gas 
processing facility was placed on- 
stream in 1979. Brazeau River was an 
area of intensive construction activity 
during the year. Construction of a gas 
conservation plant and a central oil 
handling battery were completed in 
1979. As well, the evaluation, design 
and installation of a high pressure 
miscible injection scheme to enhance 
ultimate recovery from three Petro- 
Canada operated pools was greatly 
accelerated in the past year. Injection 
into the first of these pools will 
commence in the spring of 1980, with 
the remaining two starting later in the 
year. These schemes will recover an 
additional 1.5 million cubic metres of 
oil for the Corporation and 

provide a significant increase in 
current revenue. 


Another area where a substantial 
construction program was started in 
1979 was the Kaybob field. This 
project will upgrade and expand oil 
and gas handling facilities which are 
required to bring new gas production 
to market. 


Petro-Canada has contracted much of 
its shut-in natural gas reserves to the 
Pan-Alberta export proposal and is 
involved in twenty-seven new natural 
gas development projects dedicated 
to Pan-Alberta contracts. The 
Corporation's gas reserves associated 
with this project are almost 14 billion 
cubic metres and its share of Pan- 
Alberta's proposed production would 
approximate 3 million cubic metres 
per day. 


Reserves 


The Corporation has estimated its gas 
reserves at year end to be 107.5 
billion cubic metres, equal to about 
7% of total Canadian gas reserves. 
While 1979 discoveries of 4.2 billion 
cubic metres offset the year’s 
production of 4.2 billion cubic metres, 
there were downward adjustments in 
the order of 11.4 billion cubic metres 
resulting from a major revaluation of 
the Corporation's reserves. At year 
end, the Corporation's oil and natural 
gas liquids reserves were estimated at 
48.8 million cubic metres, about 4% of 
the total oil and natural gas liquids 
reserves in Canada. Production of 4.1 
million cubic metres was largely offset 
by discoveries of 3.1 million cubic 
metres, but again, the reserves’ 
reassessment resulted in a downward 
adjustment of 1.7 million cubic 
metres. These estimates are of Petro- 
Canada’s proven conventional 
reserves and do not include reserves 
contributing to the production of the 
Syncrude Canada Ltd. project. They 
also do not include an estimate of 
reserves of any discoveries in the 
foreign and frontier regions, such as 
the important new discoveries at 
Hibernia. 
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Heavy Oil 


Petro-Canada believes that a major 
source of Canada’s future supply of 
oil production lies in the enormous 
resources of heavy oil in Alberta and 
Saskatchewan which have yet to be 
produced at significant recovery rates 
and at economic production costs. As 
a result, the Corporation has 
embarked on a significant program to 
explore and develop Canada’s vast 
heavy oil reserves. 


In late 1978, the Corporation, along 
with Gulf and Saskoil, entered into an 
agreement with the Saskatchewan 
Government which committed the 
partners to spend $99 million to earn 
a maximum of 65 760 hectares of 
Crown lands in Saskatchewan. To 
year-end 32 wells were drilled on the 
SHOP (Saskatchewan Heavy Oils 
Program) lands of which 17 were oil 
wells. A thermal test is planned for 
1980 at Cactus Lake as a part of the 
program. 


In the Lashburn area of Saskatchewan 
the Corporation has drilled eight 
wells and reservoir studies are under 
way to define the production 
potential of this heavy oil pool. In 
addition an aggressive seismic and 
land acquisition program adjacent to 
the SHOP lands has successfully 
supplemented the Saskatchewan 
Heavy Oil Program. 


At Muriel Lake a $5.9 million seven 
well heavy oil pilot in which Petro- 
Canada has 50% interest and is 
operator was started to test recovery 
methods. 


Heavy Oil project at Kinsella is a joint 
venture pilot. 


Petro-Canada is a 50% partner with 
the Alberta Oil Sands Technology 
Research Authority in a pilot project 
at Kinsella to test steam flood and fire 
flood processes. Twelve wells have 
been drilled for each scheme. 


In addition, the Corporation has 
embarked on a major research 
program with Petroleos de Venezuela 
to exchange information and 
undertake research and development 
into ways of extracting and upgrading 
heavy oil resources found in both 
Canada and Venezuela. 


Oil Sands/Mining 


Petroleum 
Products/ 
Marketing 


On August 30, 1979, the Alberta 
Energy Company exercised its option 
to acquire 20% of Syncrude thereby 
reducing the Corporation’s share 
from 15% to 12%. The Corporation’s 
share of the option payment was 
$82.3 million. 


During 1979 the Syncrude project 
produced 18 million barrels of 
synthetic crude oil. Considerable 
progress was made towards 
improving mining operations and 
bitumen recoveries in the extraction 
plant. In the upgrading plant, efforts 
continue to focus on improving the 
operating reliability of the process 
units. Production for the plant 
averaged 7 800 cubic metres per day 
in 1979. It is expected that capital 
expenditures, to redesign and 
debottleneck operations will result in 
maximum production of 20 500 cubic 
metres per day by 1983. The 
production was sold to refineries in 
Ontario and Quebec. The agreement 
with the Federal government to 
guarantee world price for Syncrude 
production has made it possible to 
cover much of the high cost and risk 
of this pioneering venture. 


Petro-Canada also has a 9% interest in 
the Alsands proposal, a $6.7 billion, 
22 000 cubic metre per day oil sands 
mining plant planned for an area 
north of Fort McMurray. Start-up of 
the plant is scheduled for 1986. 
Applications for regulatory approval 
were outstanding at year end. 


Petro-Canada is the operator of the 
PCEJ project, an in-situ pilot project 
which will test a patented electric- 
preheat steam drive in-situ process. 


In 1978 the partners Petro-Canada, 
Canada-Cities Service Ltd. and Esso 
Resources Ltd. entered into an 
agreement with Japan Canada Oil 
Sands Limited (JACOS) for a 15-year, 
three phase farmin by which JACOS 
could earn an undivided 25% interest 
in 4 800 square kilometres in leases in 
the Athabasca Oil Sands by spending 
$74.8 million over the three phases of 
the project. In 1979, construction was 
started on the initial field pilot of 12 
wells, 40 kilometres south of Fort 
McMurray. 


The Corporation is operator of a five 
company venture to test a thermal 
mining technique in the Alberta oil 
sands. In 1979 Petro-Canada 
commenced Phase 1 of the project 
which involves tunnelling into the 
limestone underlying the oil sands 
zone and drilling up into the 
formation. 


The Corporation is also involved in 
two other in-situ oil sands projects. At 
Gregoire Lake a project is testing a 
three phase extraction process 
involving preheating the formation, 
reducing formation pressure and 
using forward combustion and 
waterflood to drive the oil to the 
surface. At Golden Lake the 
Corporation is investigating leases 
containing carbonate rocks 
impregnated with bitumen. 


At year end the Corporation had a 
marketing system consisting of 366 
retail gasoline stations and 54 
wholesale outlets from British 
Columbia to the Lakehead in Ontario. 
This system supplies approximately 
5% of the motor gasoline and 
distillate market in Western Canada. 
Public response to the Pacific 66 retail 
outlets as well as the response of the 
franchised dealers operating these 
outlets has continued to be positive 
since the change to Petro-Canada 
ownership. Retail gasoline sales 
increased by 14% in 1979 compared 
to a 5% increase in the total retail 
gasoline market. 


Under an agreement with Phillips 
Petroleum, the Corporation must seek 
a new identification for its marketing 
outlets by late 1980. It is expected 
that anew marketing entity will be in 
place by that time. 


Petro-Canada owns and operates a 
3 000 cubic metre per day refinery at 
Taylor, B.C. This refinery historically 
supplies about 60% of the 
Corporation’s requirements for its 
marketing network, either directly or 
through reciprocal sales agreements. 
A $12 million expansion of the Taylor 
refinery will be commenced in 1980 
to ensure that increased demand in 
Northern British Columbia will be 
met. 
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Empress 


Arctic Pilot 
Project 


At the Empress natural gas liquids 
recovery plant, major new facilities 
were brought on-stream to provide 
recovery of up to 4 000 cubic metres 
per day of ethane in addition to the 

2 500 cubic metres per day of propane, 
butanes, and natural gas previously 
obtained. The new plant is the largest 
in the world to use the turbo- 
expansion process for liquids 
recovery. It features extensive 
computer control systems and high 
fuel efficiency, using about the same 
quantity of fuel to recover more than 
double the quantity of natural gas 
liquids. 


Market demand for propane, butanes, 
and other natural gas liquids 
strengthened in 1979 resulting in 
substantial increases in revenue for 
the Corporation. 


Mining 


The Corporation is involved in various 
Canadian coal and mineral projects. 
At Lethbridge, Alberta, the 
Corporation has an 80% interest in 

13 500 hectares of Crown coal leases. 
It has commenced the sinking of a 
shaft to obtain access to the coal in 
order to test mining methods and 
obtain samples for prospective 
customers. At Monkman, in north- 
eastern British Columbia, the 
Corporation holds a 50% interest in a 
37 400 hectare coal lease. A feasibility 
study is currently being conducted to 
investigate the prospects for an open 
pit, metallurgical coal mine. The 
Corporation is continuing to pursue 
markets for these prospective mines. 
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The Arctic Pilot Project would open the 
north to resource development. 


Petro-Canada is the Project Manager 
of the Arctic Pilot Project on behalf of 
partners, The Alberta Gas Trunk Line 
Co. Ltd. and Melville Shipping Ltd. 


The Project will provide significant 
economic benefits to the Arctic and 
Eastern Canada, will reduce Eastern 
Canada’s dependence on imported 
oil, will open up the Arctic to year- 
round shipping and will put Canada in 
the forefront of Arctic marine 
technology. The Project is designed 
to demonstrate the feasibility of 
producing and delivering 7 million 
cubic metres per day of natural gas in 
liquid form (LNG) from Melville Island 
in the Canadian Arctic to southern 
markets on a year-round basis. The 
LNG will be regasified in Eastern 
Canada for delivery by displacement 
to U.S. customers. Total cost estimate 
for the Project is $1.75 billion with a 
planned start-up in 1985. 


To date, the partners have spent $16 
million on development, engineering 
and environmental assessment 
programs. These programs covered all 
components of the Project including: 
the Melville Island facilities which 
include Drake Point production 


facilities and the 160 kilometre 
pipeline to liquefaction facilities at 
Bridport Inlet on the south coast; the 
shipping component, which involves 
two Class 7 ice-breaking tankers; and 
the southern regasification terminal. 


In January 1979, applications were 
submitted to the National Energy 
Board, the Ministry of Transport and 
Department of Indian and Northern 
Affairs for approvals to proceed with 
detailed design and construction of 
the Arctic Pilot Project. Letters of 
Intent for purchase of gas from Arctic 
producers and for sale of gas to U.S. 
purchasers will be filed with the 
National Energy Board in early 1980 
for hearings expected to commence 
by mid-1980. 


Other Interests 


Westcoast 
Transmission 


Through the purchase of Pacific, the 
Corporation acquired a 32% interest 
in Westcoast Transmission Ltd. In 
May 1979, the Corporation increased 
its interest to almost 36%. Westcoast 
Transmission owns and operates a 

4 190 kilometre natural gas gathering 
and transmission system in B.C.; has a 
62% interest in Westcoast Petroleum; 
a 45% interest in Pacific Northern Gas 
and a 50% interest in the Foothills Gas 
Pipeline project. 


Cochin Pipeline 


Petro-Canada has a 10% interest in 
both the Canadian and American 
portions of the Cochin pipeline, a 

2 930 kilometre pipeline carrying 
natural gas liquids including ethylene 
from Alberta to Sarnia, Ontario. 


Petroleum 
Transmission Co. 


Petro-Canada owns 100% of the 
Petroleum Transmission Company, a 
pipeline facility which carries propane 
and butane liquids from the Empress, 
Alberta Processing Plant to rail 
terminals at Regina and Winnipeg. 


Polar Gas Project 


In 1979 Petro-Canada continued to 
support the economic, environmental 
and technical studies of the Polar Gas 
Project in which it has a 25% interest. 
This long-term pipeline study project 
is designed to carry major quantities 
of natural gas from the high Arctic to 
domestic and export markets when 
and if threshold reserves are 
discovered. 


Q&M Pipeline 


In 1976 Petro-Canada undertook,with 
The Alberta Gas Trunkline Company 
Limited, a major study to investigate 
the feasibility of moving western 
Canadian natural gas to markets in 
Quebec and the Maritimes. The 
resulting application by Q&M 
Pipelines Ltd., in which Petro-Canada 
retained an option to take a 20% 
interest, was put forward to the 
National Energy Board for approval in 
1978. Significant alterations in the 

Q & Mapplication were being made 
at year end, as a result of discussion 
with other companies and to help 
expedite hearings before the National 
Energy Board. 


Financial 
Review 


The financial activities of 1979 are 
highlighted by the completion of the 
purchase of Pacific Petroleums Ltd., 
and the continued increase in the 
Corporation's earnings and capacity 
to generate funds from operations to 
finance its sizeable capital 
expenditure program. These 
achievements are important to Petro- 
Canada’s current position and 
provide a firm financial base for its 
future activities. 


At the beginning of 1979, the 
Corporation owned 51.6% of Pacific 
Petroleums Ltd. Effective February 3, 
1979 the Corporation increased its 
holdings of Pacific’s issued common 
shares to 100%. The 1979 share 
purchase was financed from the 
$749.0 million cash held for 
investment at December 31, 1978. 
The aggregate cost of the acquisition 
was $1,496.4 million. Most of the 
funds for the purchase were acquired 
in 1978 from the proceeds of a 
$1,464.4 million preferred share issue 
by the Corporation’s subsidiary, 
Petro-Canada Exploration Inc. (PEX), 
to a group of Canadian chartered 
banks. 


The Corporation's financial results in 
1979 include Pacific on a 100% basis 
(with the minor exception of the 
48.4% held by other shareholders of 
Pacific from January 1 to February 2), 
whereas the financial results for 1978 
include Pacific’s results from 
November 11, 1978, the effective 
date of acquisition by Petro-Canada 
of the majority of the shares of Pacific. 
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Revenue 


| 1976 


Operating revenue for 1979 of $704.5 
million increased from $174.3 million 
in 1978 mainly as a result of the 
inclusion of greater production 
revenue coming from the Pacific 
acquisition and higher prices for oil 
and gas. In addition, interest income 
of $29.3 million and the gain on 
foreign exchange of $1.7 million 
resulted mainly from the investment 
of temporarily surplus funds and the 
cash held for the completion of the 
Pacific acquisition. The Corporation's 
investment in Westcoast 
Transmission Company Limited 
generated almost all of the equity in 
earnings of affiliates of $15.6 million. 
Total revenue for the year of $751.2 
million represents an increase of 
$546.1 million over 1978 revenue of 
$205.1 million. 
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Cash Expenses 


Total cash expenses of $383.9 million 
in 1979 increased by $293.7 million 
over 1978 expenses of $90.2 million 
reflecting the considerably expanded 
operations resulting from the Pacific 
acquisition, higher costs of purchases 
of crude oil and products for refining 
and marketing operations, and a 
general increase in operating costs. 


Funds from 
Operations 


After adjusting total revenue for the 
portion of equity in earnings of 
affiliates not distributed to Petro- 
Canada in dividends of $5.5 million 
and providing for current income 
taxes of $4.1 million, funds from 
operations were $357.7 million in 1979 
compared with $113.2 million in 1978. 


1 1976 | 1977 : 1978 


i 1979 


Funds Available 
for Investment 


11976 | 1 1978 8 1979 


In addition to funds from operations 
of $357.7 million, Petro-Canada 
received $82.3 million from the sale of 
20% of its interest in the Syncrude 
project as a result of Alberta Energy 
Company Ltd. exercising an option 
granted to it in 1975. It also received 
$9.0 million for gas paid for but not 
taken for a total of $449.0 million. 
From this, cash disbursed for the 
payment of preferred share dividends 
of $95.8 million and a reduction of 
long-term debt of $47.7 million left 
$305.5 million for use by the 
Corporation for other investment 
opportunities. 


These are funds generated by Petro- 
Canada (after all cash costs for 
operating expenses, current income 
taxes, and obligations for long-term 
debt and preferred share dividends) 
which are available for new 
investments. 


Earnings 


1976 1977 


1978* 


1979* 


*Earnings are after deduction of preferred share 
dividends of PEX of $13.6 million in 1978 and $95.8 
million in 1979. 

Allowances for items which do not 
require current cash expenditures 
amounted to $231.7 million, 
consisting of deferred income taxes 
of $117.9 million, depreciation, 
depletion and amortization of $128.8 
million, less other net credits 
amounting to $15.0 million. After 
deducting these items from funds 
from operations of $357.7 million the 
net earnings before the deduction of 
financing costs, incurred for the 
purchase of Pacific, was $126.0 
million in 1979 as compared to $27.4 
million in 1978. The dividends paid on 
the preferred shares issued to 
Canadian banks to fund the purchase 
of Pacific were $95.8 million in 1979, 
leaving net earnings after preferred 
share dividends of $30.2 million up 
from $13.7 million in 1978. 


Total Sources and Uses of Funds 


Petro-Canada’s total sources of funds for 1979 were as follows: 


Working capital provided from operations ................... 


Sale of 20% interest in Syncrude...... 
Natural gas paid for but not taken... . 


Funds from shares issued to Government of Canada ........... 


Additional long-term debt .......... 


Funds held for completion of Pacific acquisition. .............. 


U@ell SEUIRESS GI MINES 2 occoucccasce 


These funds were used as follows: 


Completion of Pacific acquisition 


Oil and gas exploration and development 
PEX preferred share dividends ....... 
Reduction of long-term debt ........ 


Investments (mainly Westcoast Transmission) ...............% 


SVNCTUCE PIO\ECL. yc oekaki 


Polar Gas, Heavy Oil, Arctic LNG and other 


feasibility studies (deferred charges) 


Increase in working capital.......... 


Assets 


At the end of 1979 consolidated 
assets totalled $3,411.3 million, 
consisting of: current assets of $425.9 
million; investments (mainly 
Westcoast Transmission and 
Panarctic) of $275.9 million; property 
plant and equipment of $2,671.7 
million; and deferred charges of $37.8 
million. Deductions of liabilities and 
deferred income taxes amounting to 
$968.0 million and the $1,464.4 
million preferred shares issued by PEX 
resulted in shareholder's equity at 
book value of $978.9 million. The 
Government of Canada equity at year 
end consisted of common shares of 
$580.0 million and preferred shares of 
$343.8 million for a total of $923.8 
million. Retained earnings at year end 
were $55.1 million. 


It is worth noting that the 
Government of Canada’s equity 
reflects the purchase costs of 
underlying assets but does not reflect 
their present market value. 


(millions) 
$ 357.7 
82.3 

390 
146.0 
20.0 
749.0 


$1,364.0 


(millions) 


$ 749.5 
328.5 
95.8 
47.7 
25:1 
13.0 


4.6 
99.8 


$1,364.0 


Government investment 
in Petro-Canada Shares — 


(millions of dollars) 


300 
200 
1976 


1977 1978 


1979 } 
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Petro-Canada 
Consolidated Balance Sheet 


As at December 31, 1979 


(stated in thousands of dollars) 


Assets 


1979 1978 
Current Assets 
Cash and short-term deposits $2 177,308 $ 76,471 
Accounts receivable 195,054 127,984 
Inventories 47,813 38,171 
Deposits and prepaid expenses 5,706 N28 
425,881 243,858 
Cash Held for Investment ~ 749,000 
Investments (Note 4) 275,886 235,485 
Property, Plant and Equipment, net (Note 5) 2,671,737 2,087,244 
Deferred Charges (Note 7) 37,817 33,326 
Approved on behalf of the Board 
Vig Ve 
Director 
- ONKR 
TS, 
Director 
$3,348,913 


18 


$3,411,321 


Liabilities 
DZS 1978 
Current Liabilities 
Accounts payable and accrued liabilities $193,123 $ 124,195 
Portion of long-term debt due within one year 47,270 36,839 
Income taxes payable 2,840 _ 
243,233 161,034 
Long-Term Debt (Note 8) 282,236 300,277 
Deferred Natural Gas Revenue 17,296 8,290 
Deferred Income Taxes 425,331 307,452 
5% Convertible Subordinated Debentures _ 25,004 
Minority Interest — 279,790 
Preferred Shares Issued by a Subsidiary (Note 9) 1,464,375 1,464,375 
Shareholder’s Equity 
Capital (Note 10) 
Preferred shares 343,800 337,800 
Common shares 580,000 440,000 
923,800 777,800 
Retained Earnings 55,050 24,891 
‘ : 978,850 802,691 
$3 411 321 $3 348 913 


Peiro-Canacda 


Consolidated Statement of Earnings and 


Retained Earnings 


For the year ended December 31, 1979 


(stated in thousands of dollars) 


1979 1978 
(Note 2) 
Revenue 
Operating $704,519 $174,344 
Interest 29,319 20,926 
Equity in earnings of affiliates 15,580 1,779 
Gain on foreign exchange 1,746 8,046 
751,164 205,095 
Expenses 
Operating 317,246 53,763 
Depreciation, depletion and amortization 128,824 38,388 
General and administrative 48,463 23,196 
Interest on long-term debt 17,626 11,289 
Research 515 125 
Other interest _ 1,839 
512,674 128,600 
Earnings Before Undernoted Items 238,490 76,495 
Gain on Sale of Portion of Investment in the Syncrude Project 14,532 = 
2d, 022 76,495 
Provision for Income Taxes (Note 11) 
Deferred 117,879 38,763 
Current 4,089 3,346 
121,968 42,109 
131,054 34,386 
Minority Interest (Note 3) 5,049 7,010 
Net Earnings for Year Before Preferred Share 
Dividends of Subsidiary 126,005 27,376 
Preferred Share Dividends of Subsidiary (Note 9) 95,846 13,636 
Net Earnings for Year After Preferred Share 
Dividends of Subsidiary 30,159 13,740 
Retained Earnings at Beginning of Year 24,891 12,848 
50,050) 26,588 
Preferred Share Issue Expense of Subsidiary — 1,697 
Retained Earnings at End of Year $ 55,050 $ 24,891 
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Petro-Canada 
Consolidated Statement of Changes in 
Financial Position 


For the year ended December 31, 1979 


(stated in thousands of dollars) 


1979 1978 
(Note 2) 
Sources of Working Capital 
Net earnings for year before preferred share 
dividends of subsidiary $ 126,005 $57. 376 
Add items not affecting working capital 231,679 85,792 
Working capital provided from operations seca, 13.168 
Proceeds from issue of preferred shares by subsidiary — 1,464,375 
Proceeds from issue of shares 146,000 239,500 
Proceeds from issue of long-term debt 20,000 — 
Reduction in cash held for investment 749,000 — 
Proceeds from sale of portion of investment in the Syncrude Project 82,282 — 
Deferred natural gas revenue 9,006 8,290 
1,363,972 1,825,333 
Uses of Working Capital 
Acquisition of shares of Pacific Petroleums Ltd. (Note 3) 749,528 699,023 
Cash held for investment — 749,000 
Increase in investments 25,076 16,746 
Purchase of property, plant and equipment 341,394 219,236 
Increase in deferred charges 4,597 11,322 
Reduction of long-term debt 47,707 31,116 
Preferred share dividends paid by subsidiary (Note 9) 95,846 13,636 
Preferred share issue expense of subsidiary ~ 1,697 
1,264,148 1,741,776 
Increase in Working Capital 99,824 83,557 
Working Capital (Deficiency) at Beginning of Year 82,824 (733) 
Working Capital at End of Year $ 182,648 $ 82,824 
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ie SIT ea EERIE AGUS ee SUN ES SE hE | 
Petro-Canada 
Notes to Consolidated Financial Statements 


December 31, 1979 


(tabular amounts shown in thousands of dollars) 


1. Summary of Significant Accounting Policies 


(a) Basis of Consolidation 


The consolidated financial statements include the accounts of Petro-Canada and its subsidiary, Petro-Canada 
Exploration Inc. (“PEX’’), and all of its subsidiaries (‘‘the Corporation”’). 


The excess of the consideration paid for the shares of subsidiaries over the underlying net book values at the 
dates of acquisition has been attributed to the related assets acquired. 


(b) Inventories 
Inventories are valued at the lower of cost and net realizable value. 


(c) Investments 


The Corporation accounts for investments in companies over which it has significant influence on the equity 
method. Other long-term investments are accounted for by the cost method. 


(d) Property, Plant and Equipment 


The Corporation follows the full cost method of accounting for oil and gas properties whereby all costs 
relating to the exploration for and development of oil and gas reserves are capitalized. Such costs include 
those related to lease acquisitions, geological and geophysical activities, carrying charges of non-producing 
properties, drilling both productive and non-productive wells and overhead related to exploration. 


Separate cost centres have been established for non-frontier Canada, each of five Canadian frontier areas and 
each foreign area in which the Corporation has an interest. Costs incurred in non-frontier Canada and in 
producing foreign cost centres are depleted separately on the unit of production method based on estimated 
proven oil and gas reserves. For purposes of calculating depletion, natural gas production and reserves are 
converted to equivalent units of crude oil based on the relative energy content of each commodity. 


Annual costs incurred in the other cost centres are amortized on a straight line basis over the period during 
which exploration activity in each cost centre is expected to continue. Where exploration proves to be 
successful, amortization is suspended and the unamortized balance of the cost centre is depleted on the unit 
of production method when production commences. Where exploration proves to be unsuccessful and the 
cost centre is condemned or abandoned, the unamortized balance of that cost centre is charged to earnings 
at that time. 


Costs of property, plant and equipment associated with the Syncrude Project and related leases are 
accumulated in a separate cost centre and are depleted on the unit of production method. Expenditures on 
other bituminous sands leases are also accumulated in separate cost centres and are amortized, depleted or 
otherwise charged to earnings in accordance with the policy described in the preceding paragraph. 


Substantially all of the Corporation’s exploration and production activities related to oil and gas are 
conducted jointly with others. Only the Corporation's proportionate interest in such activities is reflected in 
the financial statements. 


The interest cost of debt attributable to the construction of major new facilities is capitalized during the 
construction period. 


Depreciation of plant and equipment (except as noted above) is provided on either the unit of production or 
straight line methods as appropriate. Straight line depreciation rates range from 4% to 25%. 


Pipe 


(e) Deferred Charges 


The Corporation is deferring costs incurred on feasibility studies involving economic evaluation and 
preliminary engineering relating to: 


(i) Production of hydrocarbons from conventional heavy oil deposits 
(ii) Polar Gas Project 
(ili) Arctic Liquefied Natural Gas Project 
(iv) Other — transportation and drilling related technologies. 


When production or commercial activity of a particular project commences the applicable expenditures are 
amortized based on the estimated useful life of the project. In the event that a decision is made not to 
proceed with a particular project, all associated costs are charged to earnings at that time. 


The costs of the Polar Gas Project relate to feasibility studies in connection with a gas transmission system 
from the Arctic Islands to Eastern Canada. Under the participation agreement, subject to the project’s 
feasibility and approval by the necessary regulatory authorities, the participants shall be entitled to have the 
costs they have incurred treated as an equity investment in a company incorporated to construct and operate 
the transmission facilities, or be reimbursed out of any financing of such company. 


Debt issue expense is amortized on a straight line basis over the life of the debt. 


(f) Research Costs 
Research costs are charged against earnings as incurred. 


(g) Income Taxes 


The Corporation makes full provision for income taxes deferred as the result of claiming tax depreciation, 
exploration, development and other costs which exceed the related amounts charged to expense in the 
financial statements. 


(h) Translation of Foreign Currency 


Current assets and current liabilities are translated at the rate of exchange in effect at the close of the year. 
The resulting gains and losses are included in earnings. Long-term assets, liabilities and preferred shares issued 
by a subsidiary are translated at rates in effect at the dates the assets were acquired, the obligations incurred 
or the capital stock issued. Revenue and expense items are translated at the average rates in effect during the 
year with the exception of depletion, depreciation and amortization which reflect rates in effect when the 
assets were acquired. 


Comparative Figures 


The 1978 comparative figures in the consolidated statements of earnings and retained earnings and changes in 
financial position include the operating results of Pacific Petroleums Ltd. from November 11, 1978, the effective 
date on which it became a subsidiary. 


Certain reclassifications have been made to the 1978 comparative figures to conform with the current year’s 
presentation. 


Acquisition of Shares of Pacific Petroleums Ltd. 


Effective February 3, 1979, the Corporation increased its holdings of the issued common shares of Pacific 
Petroleums Ltd. from 51.6%, held on December 31, 1978, to 100%. The additional shares were acquired, pursuant 
toa tender offer dated January 19, 1979, at a cost of $749,528,000. The aggregate cost of the acquisition of all of 
the Pacific shares was $1,496,389,000 (including related expenses). Concurrent with the January 19, 1979 tender 
offer, $24,566,000 principal amount of the 5% Convertible Subordinated Debentures was converted into 638,716 
common shares of Pacific, and the balance of $438,000 was redeemed. Funds for the 1979 purchase were 
provided from the cash held for investment at December 31, 1978. 
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Details of the acquisition, which has been accounted for by the purchase method, are as follows: 
1979 1978 


Book value of acquired interest 
(1978 — net of working capital acquired of $47,838,000) .............-..000-. $309,843 $242,728 


Excess of attributed value over book 
value of acquired interest: 


Petroleum and matural pas properties 5, fae cer ees eae em 439,673 454,913 
Investment in Westcoast Transmission Company Limited .................. 9,678 10,028 
Long-term debiGr = mete tale ee i oe on ee ee (9,666) (8,646) 
439,685 456,295 

Cost of acquisition: (net-of working capitalacquired).. 0.5 i. as ea ae $749,528 $699,023 


Subsequent to the completion of the acquisition of Pacific, its assets and liabilities were transferred to PEX and 
proceedings to effect the dissolution of Pacific were commenced. 


The Corporation's consolidated earnings for 1979 include 100% of the earnings of Pacific from February 3, 1979 
and 51.6% prior to that date. 


Investments 


The Corporation's investments consist of: 


1979 1978 
At equity 
Westcoast Transmission Company Limited (0-9. os. a $157,516 $116,700 
Par arG tie: lS abit eat eee eas rea ane eee ee ey 108,553 108,553 
Pacittes Northern: Gast cle eee ete eee eee Cg ee 2,287 1,996 
CURE BE COS te ice ee aR aac ted ae eR Ve Seu eee nt ae, 7,530 8,236 


$275,886 $235,485 


Westcoast Transmission Company Limited 


At December 31, 1979, the Corporation held 35.9% of the total outstanding common shares of Westcoast 
Transmission Company Limited. Westcoast has reserved common shares for issuance to holders of convertible 
securities and share purchase warrants which, if issued, would reduce the Corporation’s interest to 31.3%. 


The value assigned to the investment in Westcoast, when it was acquired by the Corporation through the 
acquisition of Pacific, and the cost of subsequent share purchases exceed the underlying net book value at the 
dates of acquisition by $33,168,000. This excess is being amortized over the estimated useful lives of the 
underlying assets to which it is attributed by charges against the Corporation's share of Westcoast’s net earnings. 


Westcoast is a regulated utility and is subject to regulatory directives which may change the components of the 
cost of service. Changes resulting from such directives do not have a direct effect on net earnings due to rate of 
return on rate base considerations which are also taken into account in the regulatory process. 


At December 31, 1979, the quoted market value of the Corporation's investment in Westcoast was $184,560,000 
(1978 — $133,303,000). 


Panarctic Oils Ltd. 


At December 31, 1979, the Corporation held approximately 45% of the issued common shares of Panarctic Oils 
Ltd. These shares are not traded on the open market and therefore do not have a quoted market value. The 
activities of Panarctic are in the exploratory stage and all expenses less sundry income have been capitalized; the 
company is deemed not to have earned a profit or sustained a loss. The Corporation is committed to expenditures 
of approximately $14,000,000 in connection with the ongoing financing of Panarctic. 


Property, Plant and Equipment 


Property, plant and equipment consists of: 


Oil and gas 
Canada 


NON -rOmtenaneas ct oe 
STORM CI ANCAS cae on ig oe ee ae 


Foreign .... 
Bituminous sands 


— Syncrude Project and related leases (Note 6)..... 
— Other bituminous sands leases 

anc-expenditures thereon... 0. ac. c eee, 

Refining and miaiketing uc. ee 


Natural gas liquids 


Pipelines, and other property and equipment ........ 


A979 1978 
Accumulated 
Depreciation, 
Depletion and 
Cost Amortization Net Net 
$1,996,715 $143,243 $1,853,472 $1,366,907 
246,558 BL 375) 214,185 148,015 
75,248 7,382 67,866 39,213 
282,981 2,554 280,427 337,763 
22527, 2,924 19,603 10,618 
48,721 3/905 44816 44185 
126,793 1218 125,575 85,689 
TAZ TS 5,480 65,793 54,854 
$2,870,816 $199,079* $2,671,737 $2,087,244 


“consists of depreciation — $26,998,000, depletion — $127,670,000 and amortization — $44,411,000 (at December 31, 1978 — $7,248,000, 
$45,718,000 and $17,722,000 respectively). 


Syncrude Project 


The Corporation is a participant in a project operated by Syncrude Canada Ltd. to produce synthetic crude oil 
from the Athabasca Oil Sands. The Corporation considered the project to be in the start-up phase until June 30, 
1979, and start-up expenses net of revenues up to that date are included in the capital cost of the project. 


On August 30, 1979, the Alberta Energy Company Ltd. exercised its right, granted under the terms of an option 
agreement, to purchase a 20% interest in the Syncrude Project. As a result, the Corporation’s interest in the project 
was reduced from 15% to 12%. 


Associated with the Syncrude Project are facilities which are not owned by the participants, consisting of a steam 
and electricity generating plant, a field gas supply pipeline and a pipeline to transport plant product to Edmonton. 
The Corporation, together with the other participants, has minimum usage commitments relating to these 


facilities. 


Deferred Charges 


Deferred charges consist of: 


At cost: 


Heavy oil projects 
Polar Gas Project 
Arctic Liquefied Natural Gas Project 


CO) Lg ieee aes i ete NUN cle DAS 8 eg eras Tease De aoe a eter ee terete ti 


1979 1978 
$12,647 $12,645 
13,501 12,062 
7,502 4,950 
3,582 2,703 
585 966 
$37,817 $33,326 


Long-Term Debt 


Long-term debt consists of: 


Maturity 1979 1978 
In Canadian dollars 
BamkelinGopmer Sloe Ges texan gee rere ere 1983 $180,000 $190,000 
Git Oe GD eo IMOM OCS rsa ies calcd mpage Teas poeke sp me ae 1985 1,640 2,055 
Other long-term debt, non-interest bearing.................... 1987 3,200 3,600 
In United States dollars 
OYUIMSECUTEE MOLES (SOO OOO) OOO IS 2 cereale ect ee 1996 71,078 65,161 
SA5°nunsecunedimotesnSc0 O00 OOO WIS ns ee 1987 35,539 335717, 
5.25% Unsecured NOLES. S26)000 OOO So na oe 1985 30,817 33,926 
5.15% =6 2555 mongaves ($425 2000S) a eis ee 1988 5,096 5,686 
6:5 OSECUTEE: MOLES STi OOO US) ae ye as 1982 2,136 2,971 
329,506 337 fcl6 
Less portion due withinvone Veal fa eee ee ek es 47,270 36,839 


$282,236 $300,277 


Bank Income Debentures 


The Bank Income Debentures are held by a Canadian chartered bank and bear interest at approximately 52% of 
the bank’s prime lending rate as announced from time to time. No deduction is allowed under the Income Tax Act 
for interest expense relating to the Bank Income Debentures (Note 11). 


While the Bank Income Debentures are not secured by any charge against the assets of the Corporation, there are 
certain restrictions with respect to the disposition or encumbrance of the investment by the Corporation in PEX. 


During the year, the Corporation redeemed Bank Income Debentures in the amount of $30,000,000 and reissued 
Debentures, which had been redeemed in a prior year, in the amount of $20,000,000. 


Repayment of long-term debt 


Annual repayments of the 9% and 8.45% unsecured notes will commence in 1981 and 1982 respectively. All the 
other issues are currently subject to minimum annual repayments. 


The repayment of long-term debt in each of the next five years is as follows: 


1980 — $47,270,000 1981 — $61,628,000 1982 — $66,437,000 
1983 — $56,494,000 1984 — $16,399,000 


Preferred Shares Issued by a Subsidiary 


The preferred shares issued by PEX consist of 12,500,000 floating rate, cumulative, redeemable, non-voting, 
preferred shares issued at $100 U.S. per share to a group of Canadian chartered banks. 


The shares are redeemable, at the option of PEX, at $100 U.S. per share, plus accrued dividends, except that to the 
extent shares in excess of 3,125,000 are redeemable prior to November 10, 1981, such excess shares are 
redeemable at a premium of $2 U.S. per share. 


Cumulative dividends, payable quarterly, are based on a percentage of, at the option of PEX, either the United 
States Base Rates, or the London Inter-Bank Offered Rates of the banks. At December 31, 1979, the dividend rate 
was approximately 8% per annum. 


Under the terms of an agreement between the banks and the Corporation, in the event that PEX does not exercise 
its option to redeem the shares over a ten year period beginning December 31, 1983, or in the event of certain 
occurrences under the provisions of the agreement, the banks have the option to require the Corporation to 
purchase the shares at $100 U.S. per share, plus accrued dividends. 


10. 


Ue 


Capital 
Authorized: 
The initial authorized capital of the Corporation was $500 million divided into 100 common shares of the par value 


of $5 million each. This was increased to 116 common shares on the acquisition of the capital stock of Panarctic 
Oils Ltd. previously owned by the Government of Canada. 


Pursuant to the Petro-Canada Act, and subject to certain conditions and limitations as to the aggregate amount, 
the authorized capital of the Corporation is increased by the issue of preferred shares. Accordingly, at any time, 
the authorized and issued preferred shares are identical. The preferred shares have a par value of $1 each, are 
redeemable at par at the option of the Corporation, carry no stated rate of dividend and are non-cumulative. 


Issued (to the Government of Canada): 


1979 1978 
Number Number 
of of 

Shares Consideration Shares Consideration 
Common Shares 
Balance at beginning of year...................... 88 $440,000 56 $280,000 
FOMCASN Ge 28 140,000 32 160,000 
Balance at end ol Veal... 95. 116 $580,000 88 $440,000 
Preferred Shares 
Balance at beginning of year... .2............... 337,799,853 $337,800 258,299,853 $258,300 
FORCaSN (oe 6,000,000 6,000 = 79,500,000 79,500 
Balance avend Ol Vedi... 2 343,799,853 $343,800 337,799,853 $337,800 


Income Taxes 


The provision for income taxes of $121,968,000 (1978 — $42,109,000) represents an effective rate of 48.2% (1978 
— 55.0%) on earnings before income taxes of $253,022,000 (1978 — $76,495,000). The provision has been 
computed as follows: 


1979 1978 
Eames belore incometaxes (09... $253,022 $ 76,495 
Add (deduct) 
Royalties and other payments to Provincial Governments .................--5 227,020 79,451 
Federal allowances 
Resource allowance. (123,288) (41,590) 
Tax depletion, (2.3.5) 25 9) ee. (77,978) (22,192) 
Frontierexpiolation.alloWances 2). (28,603) (8,708) 
Non-deductible interest on Bank Income Debentures (Note 8) ................ 13,385 10,406 
Nom-tdxable portion Of Capital gains. 6. (14,966) = 
Amortization of excess of attributed value over book value of 
assets acaulired On purchase of subsidialy companies..........,........... 63,141 13,693 
Powityin earings Olatiiates 050073 (15,580) (1,779) 
(OUICR ee (662) (4,676) 
295,491 101,100 
Combined Canadian Federal and Provincial income tax at 47% .................. 138,881 47,517 
Deduct tax rebates and credits 
Provincial income tax rebate plans 3.3. 6 ee. (13327) (5,408) 
Federal investmembtax Credits. (2 (3,586) —_ 
PrOMISLOMTORINGOME LaXx@Seate oe ea en es ee re eee $121,968 $ 42,109 


27. 


hide Litigation 


On January 9, 1980 Atlantic Richfield Company served the Corporation and PEX with a Statement of Claim 
requesting that the Corporation cause PEX to pursue a monetary claim for $12,039,000 against the Government of 
Saskatchewan with respect to payments made by it under certain Saskatchewan legislation (subsequently 
determined to be unconstitutional) prior to the time the shares of PEX were acquired by the Corporation from 
Atlantic Richfield Company. The Statement of Claim asks the court, inter alia, for certain injunctive relief and 
general damages in the amount of $20,000,000. 


Prior to the service of the Statement of Claim, PEX had executed an assignment and quitclaim agreement with the 
Government of Saskatchewan pursuant to which the payments made under the unconstitutional legislation were 
applied in satisfaction of an assessment under the Oil Well Income Tax Act, 1978 for the same period as the 
payments previously made. 


In the opinion of management, based on the advice of counsel, no provision for the claim is required in the 
accounts of the Corporation. 


Auditors’ Report 


To the Honorable Minister 

Energy, Mines and Resources 

House of Commons 

Ottawa, Canada Peat, Marwick, Mitchell & Co. 


We have examined the consolidated balance sheet of Petro-Canada as at December 31, 1979 and the consolidated 
statements of earnings and retained earnings and changes in financial position for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the corporation as at 
December 31, 1979 and the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding year. 


We further report as required by Section 77(1) of the Financial Administration Act that, in our opinion, proper books of 
account have been kept by the corporation and the transactions that have come under our notice have been within the 
powers of the corporation. 


Calgary, Canada feat, HEE MilkeAtll £2. 


February 26, 1980 
Chartered Accountants 
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PRINTED IN CAN 


March 31, 1981 


The Honourable Marc Lalonde, P.C., M.P. 
Minister 

Energy, Mines and Resources Canada 
House of Commons 

Ottawa, Canada 


Dear Minister: 


On behalf of the Board of Directors | am pleased to present the 1980 Petro-Canada Annual Report for the fiscal year 
ended December 31, 1980. 


In accordance with the provisions of the Financial Administration Act, the Report includes the Consolidated Balance Sheet 
and related statements together with the auditor’s report. 


Yours sincerely, 


"bi bys 


W.H. HOPPER 
Chairman of the Board and 
Chief Executive Officer 


ATP 
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The Year 
in Review 


The twelve months of 1980 were 
among the most exciting and 
eventful ever for Petro-Canada. 


The Corporation was given a 
renewed mandate during the year in 
its dual strategy of exploration 

and development in the frontiers and 
oil sands, supported by a strong and 
financially successful Western 
Canadian exploration, production and 
marketing operation. 


The result was to provide significant 
encouragement to the Corporation’s 
staff as Petro-Canada moved into 
high gear in 1980 in all its 
development projects. The renewed 
mandate signalled the go-ahead for 
a continued aggressive and 
competitive pursuit of all the 
Corporation’s diverse activities, from 
wildcat drilling off the coast of 
Labrador to the expansion of 
production facilities in northeastern 
British Columbia. 


It also enabled Petro-Canada to 
continue attracting the highest levels 
of expertise and talent from all 
quarters of the Canadian and 
international oil industry. 

As a result Petro-Canada has been 
able to achieve — in only five short 
years since its inception — the 
establishment of a first-class team 
of petroleum industry professionals 
of which Canada can be justly 
proud. 


Financial Results 


Financially, the Corporation 
continued during 1980 to generate 
significant funds for reinvestment in 


(This page) Exploration in Western 
Canada played an important part in the 
Corporation’s activities 


(Opposite) Tank farm at Taylor, 
British Columbia, refinery. 


the pursuit of secure future energy 
supplies for Canadians. Funds 
provided from operations were 
$457.5 million, an increase of $99.8 
million compared with the 1979 
figure of $357.7 million. The 
Government of Canada contributed a 
further $80.0 million to the 
Corporation’s funds and $19.9 million 
was received for natural gas paid for 
but not taken at December 31, 1980, 
to bring total sources of working 
capital for 1980 to $557.4 million. 
Capital expenditures accounted for 
$439.5 million. Of this amount, 
$190.0 million or 43.2 per cent, was 
devoted to long-term or high-risk 
projects in frontier exploration or in 
oil sands and heavy oil development. 


In spite of such a high level of 
investment in projects with delayed 
financial returns, Petro-Canada 
continued to show increased profits 
in 1980, although some sectors — 
notably gas sales — were 
disappointing. Net earnings for the 
year, after preferred share dividends, 
were $55.7 million, an increase of 
84.4 per cent compared with 1979 
earnings of $30.2 million. 


1980 Highlights: 


The wide range of activities carried 
out by Petro-Canada in 1980 affords 
a Clear indication of the impact the 
Corporation is making on Canadian 
energy development. Projects were 
undertaken from St. John’s, 
Newfoundland, to Victoria, British 
Columbia; from the frontiers of 
exploration off the east coast to the 
frontiers of technology in heavy oil 
recovery and processing research; 
from environmental studies in the 
Arctic to the important work of 
producing, processing and 
distributing hydrocarbon fuels. 


In 1980 Petro-Canada: 


conducted a three-drillship 
exploration program in the 
Labrador Sea, establishing itself 
as a major Canadian operating 
presence in the frontier waters 
offshore. 


participated in the delineation 
drilling of the 1979 Hibernia oil 
discovery as well as wildcat 
exploration at other Grand Banks 
locations and further north off the 
Labrador coast. 


participated in the drilling of three 
wells in the Arctic Islands, 
including the Char gas discovery 
and the evaluation of the 1979 
Whitefish gas discovery. 


conducted an aggressive 
exploration program in Western 
Canada resulting in the discovery 
of two new oilfields and in the 
addition of large new volumes of 
natural gas to the Corporation’s 
reserves. 


participated in the drilling of 501 
oil and gas wells in Western 
Canada, of which Petro-Canada 
operated 327. 


began work on an application to 
construct Canada’s fourth oil 
sands mining plant in partnership 


with Nova, an Alberta Corporation. 


continued as the operator of two 
innovative oil sands projects near 
Fort McMurray, Alberta: one to 
test the use of electricity and 
steam as a new technique of 
in-situ oil sands recovery; the 
other to test a new mining 
technique using horizontally 
drilled, steam-stimulated wells. 


continued an extensive 
development program in the 
heavy oil areas of Saskatchewan 
and Alberta, including the 
operation of five heavy oil pilot 
projects testing new techniques 
for reservoir stimulation and 
enhanced recovery. 


explored and evaluated coal 
deposits in northeastern British 
Columbia and southwestern 
Alberta with a view to possible 
future development. 


led the Arctic Pilot Project — 
which will establish an 
all-Canadian, marine technology 
for the transportation of resources 
from Canada’s Arctic — through 
the first phase of environmental 
and regulatory hearings required 
for project approval. 


entered into a 50-per-cent joint 
venture to construct a 
world-class, dynamically 
positioned semi-submersible 
offshore drilling rig, to be ready for 
the Corporation’s exploration 
program in 1983. 


established a team to implement 
and control the supply and 
logistics required by the 
international agreement between 
Canada and Mexico for the 
state-to-state importation 

of Mexican crude oil. 


launched a new marketing identity 
for the Corporation’s service 
stations and bulk plants located 
from Victoria to Thunder Bay — 
with highly encouraging results 
from the marketplace. 


completed a $10-million research 
laboratory located in northwest 
Calgary, as the first phase in the 
development of an all-Canadian, 
high-technology research and 
development complex. 


conducted technical evaluations 
and feasibility studies for the 
potential reactivation of the oil 
refinery at Come-By-Chance, 
Newfoundland, and for the 
construction of a heavy oil 
upgrader in Eastern Canada. 


e and, in the conduct of all these 
activities, pursued the highest 
standards of environmental 
research and protection as well as 
extensive liaison with affected 
communities. 


The Future 


In February 1981, after the end of 
the 1980 fiscal year, Petro-Canada 
took another step which will enhance 
the Corporation’s future ability to 
meet the challenge of developing 
new.-energy supplies. Petro-Canada 
made an offer to purchase all the 
assets and assume all the liabilities 
of Petrofina Canada Inc. for an initial 
aggregate consideration of $1.46 
billion. If approved by the Petrofina 
Canada Inc. Board of Directors and 
shareholders, the acquisition will 
provide Petro-Canada with 
approximately 3 320 cubic metres a 
day of additional oil and natural gas 
liquids production before royalty; 

2.0 million cubic metres a day of 
natural gas production before 
royalty; a further five-per-cent 
interest in the Syncrude plant; a 
further eight-per-cent interest in the 
Alsands project; a 13 500 cubic 
metre a day refinery in Montreal; and 
932 retail outlets in Ontario, Quebec, 
New Brunswick, Nova Scotia and 
Prince Edward Island. 


Significantly increased cash flow and 
operational capability will be gained 
from the addition of Petrofina to 
Petro-Canada’s present assets. The 
properties acquired will appreciate 
greatly in value as oil and natural 
gas prices rise, and will more than 
pay for themselves over time. The 
returns generated in the future from 
these assets will accrue entirely to 
Canadians as the owners of Petro- 
Canada, and will be used in the 
development of Petro-Canada’s 
frontier and oil sands projects. 


In the retail field, Petrofina’s assets 
will complement Petro-Canada’s 
western marketing presence. Both 
companies now have a relatively 
small portion of their respective 
markets, but together the total chain 
will give Canadians the ability to 
purchase gasoline at Petro-Canada 
stations from coast to coast. 

The Corporation’s experience in 
western Canada suggests that 
Petro-Canada will be able to achieve 
substantial returns from the Petrofina 
marketing chain. 


The National 
Energy Program 


The National Energy Program (NEP), 
proposed to be introduced into 
legislation in 1981, will have a 
significant impact on Petro-Canada’s 
financial and operational position. 


If approved by Parliament, the 
program will offer substantial 
incentives — particularly to 
Canadian investors — for frontier 
exploration, oil sands development 
and heavy oil processing. It will, 
therefore, result in a significant 
increase in the number of Canadian 
companies seeking to participate in 
these areas. Since Petro-Canada is 
already extensively involved in all the 
energy frontiers and has acquired 
extensive land positions as well as 
expertise, the impact of the program 
will be a dramatic increase in the 
number of joint venture opportunities 
for the Corporation to pursue. The 
infusion of new partners and capital 
will greatly assist Petro-Canada in its 
pursuit of Canadian supply 
objectives, but it will also place 
increased demands on the 
Corporation’s resources and 
personnel, resulting in even higher 
levels of activity. 


Financially, the increased levels of 
taxation under the program will have 
the effect of reducing the 
Corporation’s cash flow from 
operations by approximately 

25 per cent. 


However, as a result of 
Petro-Canada’s high levels of frontier 
and oil sands investment, as well as 
its 100-per-cent Canadian ownership 
status, the incentive payments 
contemplated under the Petroleum 
Incentive Program will more than 
compensate for the reduction of 
cash flow from operations, providing 
a net gain of 23 per cent in funds 
available for investment in 1981 
compared with pre-NEP forecasts. 
The higher petroleum prices 
provided for in future years under the 
program will further increase the 
Corporation’s cash flow generation, 
in order to help meet the accelerated 
levels of activity. 


In addition the NEP provides that the 
Government of Canada will retain a 
25-per-cent carried interest in all 
lands under federal jurisdiction. The 


carried interest may be exercised by 


Petro-Canada or by another Crown 
corporation, and must be converted 
to a 25-per-cent working interest 
prior to the commitment of 
development expenditures. In the 
event that the Government of 
Canada’s carried interest in frontier 
discoveries is to be exercised by 
Petro-Canada, it will add significantly 
both to the resource base of the 
Corporation and to its requirements 
for capital. The conversion to a 
working interest in such properties 
would afford the Canadian public a 
significant opportunity to participate 
in the development of Canadian 
resources, and to ensure that the 
benefits of such developments 
accrue overwhelmingly to 
Canadians. 


Exploration 
The East Coast 


The Grand Banks 


The major frontier exploration 
successes of 1980 were the two 
encouraging delineation wells drilled 
in the Hibernia oil field, and the 
possible discovery of a seond oil 
field at Ben Nevis within the same 
sedimentary basin as Hibernia. It is 
significant and highly encouraging to 
find the combination of multiple pay 
zones and reservoirs with high 
producing capacity containing 
high-quality oil. 


At Hibernia, two successful 
delineation wells, Mobil et al Hibernia 
0-35, and Mobil et al Hibernia B-08 
were drilled to follow up the 1979 
Chevron et al Hibernia P-15 
discovery well. The B-08 well, 
considered to be the most productive 
yet drilled on the structure, gives 

rise to more evidence that the 
Hibernia field could well be 
commercial. Both structurally and 
stratigraphically complex, the field 
requires further delineation drilling to 
evaluate its size and to establish the 
continuity and producing 
characteristics of its reservoirs. A 
third delineation well, Hibernia G-55, 
was drilling at year-end and was 
subsequently abandoned. 


The Ben Nevis I-45 well tested oil 
and gas from separate zones. 
Another exploratory well at Mobil et 
al South Tempest G-88 was drilling at 
year-end on a prospect on the 
eastern margin of the Avalon 
sub-basin. Production testing will be 
required to evaluate the section 
which has been penetrated. 


(This page) Worker checks maintenance 
of blowout preventer prior to running 
it to ocean floor. 


(Opposite) Heavy weather, typical of the 
offshore, envelops one of the drillships 
used in Petro-Canada’s eastcoast 
exploration program. 
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These results are an extremely 
significant event in Canada’s efforts 
at achieving self-sufficiency in oil 
production by the early 1990s. 


The Labrador Project 


A major event in 1980 was 
Petro-Canada’s assumption of the 
operatorship for the Labrador 
Project. An operationally successful 
program utilizing three dynamically 
positioned drillships resulted in the 
drilling and completion of three 
wildcat exploratory tests and in the 
spudding of two further wells as part 
of a long-range exploration program 
in the Labrador offshore. The 
abandoned wells were Gilbert F-53, 
spudded in 1979, Roberval C-02, 
drilled to evaluate the 1979 Roberval 
K-92 indicated hydrocarbon 
discovery, and Ogmund F-72. The 
two wells spudded for 1981 and 
subsequent drilling programs were at 
Leif North I-05 and North Bjarni 
F-06. In addition, testing operations 
were initiated in the Total Eastcan et 
al Bjarni 0-82 discovery of 1979 but 
the test could not be completed 
because of bad weather at the end 
of the drilling season. 


To carry out the operations of the 
Labrador program, Petro-Canada in 
1980 assembled a team of highly 
qualified professionals experienced 
in international offshore exploration 
ventures. The Labrador program was 
successfully completed without 
major delays and with expenditures 
contained well within budget. 


The Davis Strait 


The Hekja 0-71 well, an indicated 
hydrocarbon discovery of 1979, was 
deepened to target depth during 
1980 and tested as a successful 
gas well. 


The Hekja program was operated by 
Aquitaine Company of Canada Ltd. 
Petro-Canada participated to a level 
of 25 per cent of expenditures to 
earn a 15-per-cent interest in 80 000 
square kilometres of permits. 
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The Arctic 


Petro-Canada, as part of the Arctic 
Islands Exploration Group (AIEG) 
operated by Panarctic Oils Ltd., 
participated in the drilling of three 
wells in the Sverdrup Basin of the 
Arctic Islands during 1980. At 
year-end Petro-Canada owned 45 
per cent of Panarctic Oils Ltd. 


The Whitefish 2H-63 well drilled from 
the same ice platform as the 1979 
Whitefish H-63 gas discovery, fully 
evaluated the discovery of the 
previous year. The well was drilled to 
a total depth of 3 003 metres and 
flowed gas from three separate 
zones with maximum flow of 1.2 
million cubic metres a day. 

The Whitefish structure is now 
believed to contain in the order of 
64.5 billion cubic metres of gas, 

and its discovery constitutes a 
significant step forward in the 
exploration for hydrocarbons in 
Canada’s Arctic Islands. 


A second success in 1980 was the 
Char G-07 well, drilled 42 kilometres 
southeast of King Christian Island. 
Drilled to a total depth of 2 180 
metres, the main pay zone tested 
gas at rates up to 0.51 million cubic 
metres a day and resulted in the 
discovery of a new offshore gas field 
comparable in size to other gas 
pools in the area. 


A third well, Balaena D-58, drilled 16 
kilometres southeast of the King 
Christian gas field, was abandoned. 
However, interesting shows of oil 
were made in both the Balaena and 
Char well. 


The 1980 work on the Whitefish structure, 
located in Canada’s Arctic, further 
evaluated a major 1979 discovery. 
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Western Canada 


Petro-Canada’s continued program 
of aggressive exploration in Western 
Canada yielded significant reserve 
additions during 1980, with the 
promise of even further additions in 
1981 as a result of the 1980 drilling 
program and land purchases. 


The Corporation participated in 176 
exploratory wells, of which 73 were 
successful gas wells; 40 were oil 
wells; 56 were dry and abandoned; 
and seven were suspended pending 
evaluation. Petro-Canada was the 
operator for 94 of the 176 
exploratory wells. 


Two of the areas in which Petro- 
Canada participated in the discovery 
of new oil reserves in 1980 were the 
Golden area of the Peace River Arch 
in Alberta, a light conventional oil 
discovery, and the Cactus Lake 

area of Saskatchewan, a heavy 

oil discovery. 


The discovery at Golden is typical of 
what Petro-Canada management 
believes to be the remaining 
reserves of light, conventional oil. 
Petro-Canada’s projections suggest 
there are significant volumes of such 
oil remaining to be discovered in 
Western Canada. Reserve additions, 
however, will tend to be 
concentrated in relatively small 
fields, and will require an increased 
level of exploratory drilling to 
discover. These reserve additions 
are of particular importance to 
Canada because of their high quality 
and immediate availability to the 
Canadian market before frontier 
reserves and new oil sands 
production can be brought 

on stream. 


Western Canada 
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Dry and abandoned 


Another significant area of success 
for 1980 was the addition to 
Petro-Canada’s heavy oil reserves 
achieved in the Cactus Lake area of 
Saskatchewan. This pool, with an 
estimated 29 million cubic metres of 
oil in place, is one of the largest new 
heavy oil developments in Canada. 
Petro-Canada is the operator of the 
Cactus Lake project, with Gulf 
Canada Resources Inc. and 
Saskatchewan Oil and Gas 
Corporation (Saskoil) as partners. 
Although of lower quality than the 
remaining reserves of light 
conventional oil, new heavy oil 
reserves are also of great 
importance to Canada’s medium and 
long-term supply development. 


Petro-Canada also continued its 
balanced program of land acquisition 
in Western Canada during 1980. 
New land acquisitions almost offset 
decreases in land holdings due to 
lease selections, surrender and 
expiry. At year-end the Corporation 
held 4 925 512 gross and 2 399 669 
net hectares of land. 


Cactus Lake Oil Pool 
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International 


In the Norwegian sector of the North 
Sea, a substantial new oil discovery 
was made in a 500-square-kilometre 
block in which the Corporation holds 
a net five-per-cent interest. Further 
seismic Surveys and an additional 
well are planned for 1981 in this 
block lying in a previously 
unexplored area. 


In Spain, interests include the 
producing Casablanca field and 
participation in the neighbouring 

El Centro prospect. The Casablanca 
field was connected to shore by 
pipeline during 1980 and at year-end 
was producing at a rate of 

2 700 cubic metres a day. 
Petro-Canada has a 7.58-per-cent 
interest in this field. 


In the Far East, the Corporation 
participated in and completed seven 
major seismic programs in offshore 
areas of the People’s Republic of 
China. Final interpretation for one of 
the seven blocks was completed in 
1980; evaluation of the six remaining 
blocks was continuing at year-end. 


The Casablanca field, connected to 
shore during 1980, was drilled with the 
Bideford Dolphin. 
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Production, 
Reserves and 


Development 


Production 


Petro-Canada continues as a major 
producer of petroleum and natural 
gas in Canada. An average of 9 924 
cubic metres a day of oil and natural 
gas liquids were produced during 
1980, while the average daily 
production of natural gas was 

9 326 thousand cubic metres. 
Petro-Canada’s share of production 
from the Syncrude Canada Ltd. plant 
amounted to an average of 1 545 
cubic metres a day. 


Production levels were lower than 
those recorded in 1979. Oil and 
natural gas liquids were reduced 11 
per cent because of a reduction of 
markets for heavy oil and some 
prorationing of light and medium 
crude production. Gas production 
declined by 19 per cent, as a result 
of a severe reduction in export 
demand, particularly in British 
Columbia where the Corporation has 
in the past produced approximately 
50 per cent of its gas. 


(Opposite page) Field development in the 
heavy oil areas is addressing but one of 
Canada’s frontiers. 
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Reserves 


At December 31, 1980, 
Petro-Canada’s proven reserves of 
oil and natural gas liquids were 
48.7 million cubic metres. The 
Corporation produced 3.6 million 
cubic metres of oil and natural gas 
liquids during 1980. Reserve 
additions and revisions to reserves 
amounted to 3.5 million cubic metres 
for a net decrease in reserves of 0.1 
million cubic metres. 


In natural gas, proven reserves at 
December 31, 1980, stood at 115.4 
billion cubic metres. Production for 
1980 was 3.4 billion cubic metres. 
Net reserve additions and revisions 
to reserves amounted to 11.3 billion 
cubic metres, with the result that the 
Corporation added a net 7.9 billion 
cubic metres to natural gas reserves 
during 1980. 


These figures represent estimated 
proven conventional reserves and do 
not include Petro-Canada’s share of 
Syncrude reserves or reserves which 
may be attributable to foreign or 
frontier regions. 
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Development 
Drilling 


Petro-Canada continued an 
aggressive development drilling 
program in 1980 to maintain 
producing capability and to add to 
reserves. The Corporation 
participated in 285 gross oil and gas 
development wells. Of these, 266 
gross wells were completed as oil 
and gas producers. 


Major areas of activity included the 
Cactus Lake heavy oil pool, where 
69 wells were drilled to follow up the 
earlier discovery; Utikuma, where 
continuing development drilling 
added four oil wells to the pool total; 
Brazeau River (West Pembina), 
where three gas and two oil wells 
were completed as the area 
continues to fulfill its early promise; 
the Medicine Hat/Alderson area of 
southeastern Alberta, where 56 infill 
gas wells were drilled; and Ojay, in 
the Grizzly Valley area of northeast 
British Columbia where a successful 
follow-up well was drilled. 


Other programs involving multi-well 
development drilling in 1980 took 
place at Bellshill Lake, Ferrier, 
Bigoray, Hairy Hills and Boyer in 
Alberta; and the Buick Creek, 
Clarke Lake and Laprise areas in 
British Columbia. 


Oil and Gas 
Processing 
Facilities 


Petro-Canada undertook a 
Significantly increased capital 
investment program in 1980 to add 
new oil and gas production facilities. 
Emphasis was also placed on 


upgrading and replacing old facilities. 


Major construction was undertaken 
at Brazeau where high-pressure 
miscible gas injection facilities were 
completed to serve three of the 
pools in the area operated by 
Petro-Canada. Injection into two of 
these pools began in 1980. 


The installation of compression 
facilities at the Yoyo field in 
northeastern British Columbia was 
completed in 1980. 


The construction of gas cycling 
facilities in the Kaybob field was 
completed during the year. This 
equipment will permit the cycling of 
a high condensate reservoir resulting 
in new natural gas and liquid 
petroleum gas sales. 


At Utikuma, a major expansion of 
handling facilities for oil and solution 
gas was completed, allowing for a 
substantial increase in production 
from this highly profitable but 
geologically complex oil field where 
development drilling has been 
proceeding for a number of years. 


Drilling Division 


In total Petro-Canada participated in 
the drilling of 501 oil and gas wells in 
Western Canada in 1980, of which 
Petro-Canada was the operator for 
327 wells. The total number of wells 
included 176 exploration wells 

(94 drilled by Petro-Canada), 

188 conventional development wells 
(105 drilled by Petro-Canada), 

97 heavy oil development wells 

(88 drilled by Petro-Canada), and 

40 oil sands wells drilled by 
Petro-Canada. 


On the east coast, the severe 
environmental conditions prevailing 
offshore Labrador require specialized 
and sophisticated equipment which 
is difficult to obtain on a limited 
seasonal basis. To secure such 
equipment for the 1981 season, 
Petro-Canada committed in 1980 to 
a total of four dynamically positioned 
drillships and one self-propelled 
semi-submersible unit on long-term 
contracts. This equipment is being 
assigned to other operators 
worldwide during the Canadian 

off season. 


Petro-Canada also entered into a 
50-per-cent joint venture with Sedco 
Inc. to construct a dynamically 
positioned semi-submersible offshore 
drilling rig. This rig, with an estimated 
total cost of approximately $150 
million, is under a five-year contract 
to Petro-Canada to extend the 
Corporation's offshore exploration 
Capability. 


Petro-Canada’s management 
believes another semi-submersible 
drilling rig is needed for its long-term 
east coast program. During 1980 the 
Corporation therefore invited 
proposals from private Canadian 
drilling contractors for the design, 
construction, and operation of a new 
vessel in which the Corporation 
would both share ownership and 
contract on a long-term basis to 
provide the financial incentive 
necessary for the project. 


Development drilling at Brazeau River was one of several major areas of activity. 


Oil Sands and 
Heavy Oil 


Canada’s oil sands and heavy oil 
resources are truly immense: it is 
estimated there are in excess of 160 
billion cubic metres of oil in place in 
the Athabasca, Peace River, Cold 
Lake and Lloydminster areas of 
Alberta and Saskatchewan. 


Oil sands and heavy oil resources 
remain on the energy frontiers, 
however. In spite of the success of 
the two oil sands mining plants and 
several oil sands/heavy oil pilot 
plants already in operation, the 
technology required for the recovery 
and processing of bitumen and 
heavy oil is still in its infancy. 
Considerable research remains to be 
carried out in all phases of oil sands 
and heavy oil development. In the 
mineable area, progress must be 
made in reducing mining costs and 
in more efficiently separating 
bitumen from sand. 


In the deeper deposits the country’s 
first commercially viable in-situ 
project is yet to be built. And in all 
areas, the processing or upgrading 
of the viscous, sulphurous substance 
requires extensive investment and 
improvement. 


Petro-Canada is dedicated to the 
timely development of Canada’s oil 
sands and heavy oil reserves as one 
of the Corporation’s primary policy 
objectives while utilizing the 
maximum Canadian expertise and 
capturing the maximum benefits for 
Canadian industry. A $10-million 
research centre was completed in 
1980 as part of this overall 
commitment. 


(Opposite page) Pilot plant at Kinsella 
iS a two-part project to test 
recovery techniques. 


Oil Sands 


Canstar 


The major new development in 
Petro-Canada’s oil sands strategy in 
1980 was the initiation, in 
partnership with Nova, An Alberta 
Corporation, of what will be 
Canada’s fourth oil sands mining 
project. To be called Canstar, the 
project will be the first Canadian- 
controlled and developed oil sands 
plant. Work in 1980 concentrated on 
building a project organization, 
concluding agreements, screening 
technologies and initiating drilling 
programs for the evaluation of 
leases. Special emphasis was given 
to the review and development of 
new technologies aimed at improving 
processes in use today. 

The project’s schedule calls for an 
application to be filed with regulatory 
authorities in late 1982 and project 
start-up about 1990. 


Syncrude 


Petro-Canada’s 12-per-cent share of 
the Syncrude Canada Ltd. oil sands 
mining plant near Fort McMurray, 
Alberta, contributed significant funds 
to Petro-Canada’s cash flow in 1980. 
In the project’s first profitable year of 
operation it contributed 4.7 million 
cubic metres of synthetic crude oil to 
Canada’s energy supplies — of 
which Petro-Canada’s share was 
564 000 cubic metres. Under a 1974 
pricing agreement with the federal 
government, the Syncrude 
participants have been receiving 
world prices for synthetic crude 
production. After the deduction of 
Petro-Canada’s share of operating 
costs, the net contribution to the 
Corporation’s cash flow from the 
project was $57.1 million. 

The operational success of the 
Syncrude project in only its second 
full year of operation lends great 
encouragement to the prospects 

for future oil sands development. 


Petro-Canada acquired its interest in 
the project in 1976 from the federal 
government. The Corporation’s 
investment at year-end 1980 stood at 
$293.1 million, of which $10.3 million 
was contributed in 1980 for ongoing 
project development programs. 


Alsands 


The Corporation holds a 
nine-per-cent interest in the Alsands 
Project, which, when approved, will 
be Canada’s third oil sands mining 
plant. The project will produce 

22 000 cubic metres a day of 
synthetic crude after the completion 
of construction scheduled for 1987. 
At year-end, project approval was 
delayed pending the conclusion of an 
agreement between the Federal and 
Alberta governments. 


The PCEJ Project 


Petro-Canada continued in 1980 

as operator on behalf of a 
four-company consortium for the 
innovative ‘‘PCEJ”’ project, an in-situ 
pilot plant constructed to test the 
patented electric preheat steam 
drive recovery process, as well as a 
steam stimulation process under 
field conditions. 


Partners in the project are 
Petro-Canada, Canada-Cities 
Service, Ltd., Esso Resources 
Canada Limited, and Japan Canada 
Oil Sands Limited. 


Phase 1, construction of which.was 
completed in 1980, involves the 
operation of two adjacent field pilots, 
40 kilometres south of Fort 
McMurray, Alberta. The larger pilot 
plant, the electric preheat, consists 
of four specially designed electrode 
wells which were drilled to conduct 
an electric current into the oil sand 
deposit in order to heat and reduce 
the viscosity of the bitumen. 


An adjacent two-well steam 
stimulation pilot operation was 
started in December, 1980. 
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MAISP 


Petro-Canada is also the operator, 
on behalf of a five-company 
consortium, of the highly prospective 
Mine-Assisted In-Situ Process 
(MAISP) pilot project in the oil sands 
deposits north of Fort McMurray. 


Three wells were successfully drilled 
horizontally within an oil sands 
interval for a distance up to 460 
metres. The wells were completed 
and steam stimulated, and 

bitumen production exceeded 
expectations. 


The outlook for this approach to 
commercial in-situ production now 
becomes most encouraging. 


Heavy Oil 


Petro-Canada is devoting an 
increasing proportion of its efforts to 
finding heavy oil pools and to 
developing the requisite technology 
for increased heavy oil recovery. 
Canadian energy demands will 
continue to place greater importance 
on heavy oil resources in Alberta and 
Saskatchewan and the economic 
exploitation of these resources will 
require the development of 
sophisticated equipment, practices 
and recovery techniques. 


SHOP 


Petro-Canada, along with joint- 
venture participants Gulf Canada 
Resources Inc. and Saskoil began 
preliminary work on two thermal pilot 
projects in the Cactus Lake field to 
be operated by Petro-Canada. This 
venture is called the Saskatchewan 
Heavy Oil Program (SHOP). 


One pilot will evaluate the potential 
of steamflood while the second pilot 
will evaluate the exploitation of the 
reservoir under fireflood. 


Primrose 


In the Primrose area of Alberta, 
Petro-Canada conducted a 35-well 
program over 505 square kilometres 
within the Primrose Lake Air 
Weapons Range. A total of 78 wells 
have been drilled to date out of the 
100-well earning commitment. 

A steam stimulation test was 
completed on one well on a 
40-section block immediately north 
of the Air Weapons Range, and the 
construction of an enhanced oil 
recovery pilot was initiated in this 
remote region to determine the 
long-term production capacity of 
these reservoirs. 


Muriel Lake 


At Muriel Lake, 250 kilometres 
northeast of Edmonton, a seven-well 
heavy oil pilot was completed. The 
pilot was designed to evaluate steam 
stimulation as a recovery 
mechanism in this reservoir and to 
determine the economic viability of a 
large-scale project. 


KHOP 


The Kinsella Heavy Oil Project 
(KHOP) operated by Petro-Canada 
throughout 1980 is a joint venture of 
the Corporation and the Alberta Oil 
Sands Technology and Research 
Authority (AOSTRA). It is a two-part 
project, comparing the performance 
of steamflood and fireflood 
processes in a thin reservoir. 

The steam pattern operation has 
required modification while the air 
pattern is operating as designed with 
down-hole ignition scheduled for 
March, 1981. 
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Coal 


Petro-Canada began preparation in 
1980 to become a major participant 
in Canada’s coal industry. 

As petroleum products become 
increasingly difficult to obtain and 
their unit costs of production rise 
dramatically, coal will continue to 
increase in importance as an energy 
source for Canada. 


Petro-Canada has extensive interests 
in undeveloped coal properties in 
northeastern British Columbia and 
southwestern Alberta. The 
Corporation established a new 

coal division in 1980 to manage and 
assess these properties, with 
preliminary emphasis placed 

on exploration. 


At Petro-Canada’s properties in 
Monkman Pass, British Columbia, 
130 kilometres south of Dawson 
Creek, exploration and engineering 
was completed in 1980 to delineate 
two principal areas for metallurgical 
clean coal production. Partners in 
this venture with a combined 50-per- 
cent interest are Canadian Superior 
Oil Ltd. and Mcintyre Mines Ltd. 


Exploration of the Kipp coal site, 15 
kilometres northwest of Lethbridge, 
Alberta, resulted in the production of 
a 700-tonne sample of coal! for 
cleaning prior to testing by potential 
customers. Feasibility and economic 
studies, which could lead to 
commercial sales, were begun late 
in 1980. Union Gas holds a 
20-per-cent interest in 

this property. 


Transportation 
and Special 
Projects 


Arctic Pilot Project 


The Arctic Pilot Project, organized 
and led by Petro-Canada, is a 
proposal for the year-round 
transportation of liquefied natural gas 
(LNG) by ice-breaking carrier from 
Canada’s Arctic Islands. 

If successful, this project will 
constitute the first step in the 
development of a viable and 
environmentally compatible 
transportation system for Canada’s 
Arctic resources. 


It will move Canada to the forefront 
of Arctic marine navigation, and it 
will provide the stimulus for the 
development of a high-technology, 
Canadian industry with exportable 
products. Based on the export (by 
displacement) of a small quantity of 


high-cost frontier gas, the project will 
encourage the extension of Canada’s 
gas processing, electronics, 
engineering, ship building and 
marine service industries. It will also 
provide the first cash flow to high 
Arctic explorers and thereby promote 
the further exploration of Canada’s 
Arctic hydrocarbon resources. 


In 1980 Petro-Canada concluded 
agreements for the purchase of 50 
billion cubic metres of Arctic natural 
gas from Panarctic Oils Ltd., as well 
as for the sale of the gas toa 
consortium led by Tenneco Inc. 
These contracts advanced the 
project significantly. 


The Corporation also passed through 
its first environmental review process 
in the High Arctic. In April, formal 
public hearings on the application 
were conducted in Resolute Bay, 
Arctic Bay, Grise Fiord and Pond 
Inlet before the federal government’s 
Environmental Assessment and 
Review Process (EARP) panel. Later 
in the year the Department of the 
Environment announced it considers 
the project environmentally 
acceptable subject to certain 
conditions. 


The original application documents 
filed with federal regulatory agencies 
in 1979 were withdrawn in the 
summer of 1980, and replaced with 
updated and more complete 
documents. 


Partners in the project are 
Petro-Canada (Project Manager) 37.5 
per cent, Nova, An Alberta 
Corporation, 25 per cent, Dome 
Petroleum Ltd., 20 per cent, and 
Melville Shipping Ltd., 17.5 per cent. 
To the end of 1980, $25 million had 
been spent by the Arctic Pilot Project 
on preliminary engineering and 
public interest evaluation of the 
project, of which Petro-Canada’s 
share was $10.9 million. 
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Westcoast 
Transmission 
Co. Ltd. 


The Corporation holds a 35.2-per-cent 
interest in Westcoast Transmission 
Company Limited, a natural gas 
transmission company operating a 

4 190 kilometre pipeline network in 
British Columbia. Westcoast, in turn, 
owns 62 per cent of Westcoast 
Petroleum Ltd.; 45 per cent of Pacific 
Northern Gas Ltd.; and 50 per cent 
of Foothills Pipe Lines (Yukon) Ltd., 
the company designated to construct 
the Alaska Highway Natural Gas 
Pipeline to transport Alaskan gas to 
southern U.S. markets. 


Polar Gas Project 


The Corporation’s 25-per-cent 
interest in the Polar Gas Project 
helps support the economic, 
environmental and technical studies 
being done to determine the 
feasibility of a long-term pipeline 
designed to carry Arctic Island’s 
natural gas to southern Canada and 
export markets. 


Trans Quebec and 
Maritimes Pipeline 


Petro-Canada has an option to take 
a 10-per-cent interest in the Trans 
Quebec and Maritimes Pipeline 
project, a proposal to move western 
Canadian natural gas to markets in 
Quebec and the Maritimes. 
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Manufacturing, 
Marketing and 
Downstream 
Development 


Manufacturing 


At Petro-Canada’s oil refinery at 
Taylor, British Columbia, construction 
was initiated in 1980 on a $23-million 
expansion program to be completed 


in late 1981. The expansion will 
increase the plant’s capacity by 
700 cubic metres a day from 2 500 
cubic metres a day to 3 200 cubic 
metres a day, in order to help meet 
the increasing demand for 
Petro-Canada’s refined 

oil products. 


At Empress, Alberta, the new 
turbo-expander ethane extraction 
plant — the largest of its kind in the 
world — completed its first full year 
of operation, meeting design 
specifications and contributing 
substantial additional revenues 

to the Corporation’s cash flow. 

The plant is capable of producing 

4 300 cubic metres a day of ethane 
and 3 300 cubic metres a day of 
propane, butane and condensate. 
Ethane from Petro-Canada’s 
Empress plant is a major part of the 
feedstock to the world-scale Alberta 


Gas Ethylene Company Ltd. ethylene 


plant at Joffre, Alberta. 


(Opposite page) An expansion to the 
Corporation’s refinery was started 
in 1980. 
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A new visual motif appeared at Petro-Canada service stations during 1980. 


Marketing 


The Petro-Canada brand appeared 
for the first time in 1980 in retail, 
wholesale, and consumer markets 
using a new logo and system of 
identification that establishes the 
Corporation in bold, aggressive style. 


Using background studies which 
clearly established the broad support 
of Canadians for Petro-Canada as a 
marketer, a visual motif was selected 
which embraces the maple leaf and 
strongly emphasizes the importance 
of the individual dealer in 

retail operations. 


The introduction of the new identity 
began in October with the installation 


of new signs and the launching of a 
multi-media advertising campaign to 
alert the public to the change. 
Petro-Canada credit cards were 
re-issued to 240 000 customers. 
The response in the market place 
has been highly encouraging with 
immediate gains in sales in excess 
of 15 per cent at re-identified outlets. 
The total volume of refined oil 
products sold through the 
Corporation’s 352 retail and 55 
wholesale outlets increased by 8.2 
per cent over the previous year, 
more than double the growth in 
industry sales as a whole in 
Western Canada. New credit card 
applications have increased six fold. 
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Downstream 
Development 


As part of Petro-Canada’s increasing 
involvement in downstream 
development activities, the 
Corporation was actively engaged in 
research programs in 1980, 
examining potential new processing 
techniques and identifying 
commercial opportunities, with 
emphasis on the upgrading of oil 
sands, heavy oils and alternate fuels. 


Several important projects were 
investigated during the year. The 
CANMET hydrocracking process, 
a new high-pitch conversion 
technology developed by the 
Department of Energy, Mines and 
Resources, was confirmed on its 
technical and economic merits. 
Engineering of a semi-commercial 
demonstration plant was initiated. 


Technical and economic feasibility 
studies were also begun on the 
purchase and operation of the 
Come-by-Chance refinery in 
Newfoundland, and on the 
construction of a heavy fuel oil 
upgrader in eastern Canada. |n the 
latter case, recommendations were 
made to the federal government that 
a further feasibility study be 
undertaken, and Petro-Canada joined 
in a consortium of Montreal-area 
refiners and Société quebécoise 
d'‘initiatives pétroliegres (SOQUIP) in 
the conduct of such a study. 


Environmental 
and Social 
Affairs 


Petro-Canada’s management believes 
that the Crown Corporation has a 
special responsibility to find a 
balance between the need to provide 
further sources of hydrocarbons for 
Canada, and the requirement that 

the country’s social and biophysical 
environment be respected. 


Therefore, during the conceptual and 
planning stages of each project, a 
full inventory of its physical and 
social environment is compiled, and 
possible impacts are predicted. This 
analysis is incorporated into project 
planning at all levels of management, 
including decisions on whether the 
venture should proceed. 


Evidence is provided by the 
Corporation’s work in the Arctic. 
During 1980, field studies for the 
$9.8-million Eastern Arctic Marine 
Environmental Studies program 
(EAMES) were completed. 
Petro-Canada sponsored the 
scientific and socio-economic 
investigation of the Baffin 
Bay-Lancaster Sound Region within 
the Eastern Arctic to provide a data 
base from which an Environmental 
Impact Statement can be prepared. 
These steps are being taken prior to 
the decision as to whether the 
Corporation will develop drilling plans 
for the area. 
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The environmental professionals with 
the Canstar project, Petro-Canada’s 
oil sands joint venture, have 
instituted a series of research 
studies in parallel with the 
development of plans for the project. 
The fields of investigation include 
land reclamation, wildlife habitat 
management, atmospheric studies, 
archaeological and historical 
resource inventories, social impact 
assessment and cost-benefit 
analysis. The avenues for public 
participation and native people’s 
involvement in the project are 

being investigated. 


Petro-Canada assumed the 
management of the Offshore 
Labrador Biological Studies program 
(OLABS) in 1980, part of which 
involved preparing an interim 
environmental assessment for the 
Labrador coastal region. Field 
studies will continue in 1981. 


Financial 
Review 


Petro-Canada’s financial results for 
1980 reflect continued growth in 
revenue, earnings, funds from 
operations and capital expenditure. 
These achievements enhance the 
Corporation’s current financial 
position and provide a firm base for 
future growth and expansion. 


Revenue 


1976 © 1977 © 1978 & 1979 = 1980 


Operating revenue of $975.4 million 
increased by $282.2 million (40.7 per 
cent) from $693.2 million in 1979. 
The increase was due to higher 
prices for crude oil, natural gas and 
petroleum products; inclusion of 
revenue from the Syncrude Project 
for a full year compared with only six 
months in 1979, and commencement 
of operations of the Empress ethane 
extraction facilities. Interest earned 
from the investment of temporarily 


surplus cash amounted to $28.0 
million. The Corporation’s investment 
in Westcoast Transmission Company 
Limited generated almost all of the 
$16.0 million equity in earnings of 
affiliates. Total revenue of $1 019.0 
million was up $279.2 million 

(37.7 per cent) from $739.8 million 

in 1979. 


Expenses 


Expenses increased to $699.9 million 
from $501.3 million in 1979 due to 
higher costs of purchased crude oil 
and products for refining and 
marketing operations; inclusion of a 
full year’s operations of Syncrude; 
commencement of the Empress 
ethane extraction operations; and the 
impact of inflation on expenses. 


Earnings 
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*Earnings are after deduction of preferred share 
dividends of PEX of $13.6 million in 1978, $95.8 
million in 1979 and $107.9 million in 1980. 


Earnings before income taxes and 
preferred share dividends of a 
subsidiary were $319.2 million 
compared with $253.0 million in 
1979. Provision for income taxes of 
$155.5 million resulted in net 


earnings before preferred share 
dividends of subsidiary of $163.7 
million, an increase of $37.7 million 
(29.9 per cent) from 1979. The 
dividends paid on the preferred 
shares issued to Canadian banks to 
fund the 1978 acquisition of Pacific 
Petroleums Ltd. amounted to $107.9 
million, leaving net earnings after 
preferred share dividends of $55.7 
million. This amount compares with 
$30.2 million in 1979, an increase of 
84.4 per cent. 


Funds from 
Operations 
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Funds from operations of $457.5 
million in 1980 were up by $99.8 
million (27.9 per cent) from $357.7 
million in 1979. This amount 
consisted of the earnings before 
dividends of $163.7 million plus 
items not requiring cash 
expenditures of $293.8 million 
(deferred income taxes of $156.4 
million; depreciation, depletion and 
amortization of $142.0 million less 
other net credits of $4.6 million). 
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Funds Available 
for Investment 


1976 i 1977 @ 1978 m 1979 @ 1980 


In 1980 Petro-Canada generated 
funds available for investment of 
$308.7 million. This amount 
consisted of funds from operations of 
$457.5 million plus advances for 
future natural gas deliveries of $19.9 
million less obligations for long-term 
debt of $60.8 million and preferred 
share dividends of $107.9 million. 


Capital Expenditures 


; 
. 
4 
' 


4 
+ 
’ 
7 
* 


é 
ee eae. 

7 < 
rn 


4976 «1977-1978 1979 1980 


Capital expenditures increased from 
$367.7 million in 1979 to $439.5 
million in 1980 and consisted of: 


Millions 
Oil and gas exploration 
and development $360.6 
Other corporate assets 19.2 
Bituminous sands projects 
(excluding Syncrude) 18.7 
Refining and marketing 14.3 
Syncrude Project 10.3 


Investments (mainly Panarctic) 10.2 
Polar Gas, Heavy Oil, Arctic LNG 
and other feasibility studies 


(deferred charges) 5.0 
Natural gas liquids eZ 
$439.5 


These expenditures were financed 
by the funds available for investment 
of $308.7 million, a preferred share 
issue of $80.0 million from the 
federal government and a decrease 
in working capital of $50.8 million. 


Assets 


At the end of 1980 consolidated 
assets totalled $3 766.8 million, 
consisting of: current assets of 
$482.7 million; investments (mainly 
Westcoast Transmission and 
Panarctic) of $291.8 million; property, 
plant and equipment of $2 950.7 
million, and deferred charges of 
$41.6 million. Deductions of liabilities 
and deferred income taxes 
amounting to $1 187.8 million and 
the $1 464 .4 million preferred 
shares issued by Petro-Canada 
Exploration Inc. resulted in 
shareholder’s equity at book value of 
$1 114.6 million. 


The Government of Canada’s equity 
at year-end consisted of common 
shares of $580.0 million and 
preferred shares of $423.8 million 
for a total of $1 003.8 million. 
Retained earnings at year end were 
$110.8 million. 
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Management’s Responsibility for 
the Financial Statements 


The financial statements have been prepared by management in accordance with generally accepted accounting 
principles appropriate in the circumstances. Management is also responsible for the other information in the Annual 
Report, which is consistent, where applicable, with that contained in the financial statements. Management is also 
responsible for installing and maintaining a system of internal control to provide reasonable assurance that reliable 
financial information is produced. The Corporation has an internal audit department, whose functions include reviewing 
the system of internal control to ensure that it is adequate and functioning properly. 


The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting and 
internal control. The Board exercises its responsibilities through the Audit Committee of the Board, a majority of which is 
composed of directors who are not employees of the Corporation. The committee meets with management, the internal 
auditors and the external auditors at least four times each year to satisfy itself that responsibilities are properly 
discharged and to review the financial statements. 


The external auditors, Peat, Marwick, Mitchell & Co., conduct an independent examination, in accordance with generally 
accepted auditing standards, and express their opinion on the financial statements. Their examination includes a review 

~and evaluation of the Corporation’s system of internal control and appropriate tests and procedures to provide 
reasonable assurance that the financial statements are presented fairly. The external auditors have full and free access 
to the Audit Committee of the Board. 


Auditors’ Report 


To the Honourable Marc Lalonde, P.C., M.P. Peat, Marwick, Mitchell & Co. 
Minister 

Energy, Mines and Resources Canada 

House of Commons 

Ottawa, Canada 


We have examined the consolidated balance sheet of Petro-Canada as at December 31, 1980 and the consolidated 
statements of earnings and retained earnings and changes in financial position for the year then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly included such tests 
and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the corporation as at 
December 31, 1980 and the results of its operations and the changes in its financial position for the year then ended 
in accordance with generally accepted accounting principles applied on a basis consistent with that of the 
preceding year. 


We further report as required by Section 77(1) of the Financial Administration Act that, in our opinion, proper books of 


account have been kept by the corporation and the transactions that have come under our notice have been within the 
powers of the corporation. 


Calgary, Canada [eal Meantveck Mnilehell 46 : 


February 25, 1981 Chartered Accountants 
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Consolidated Balance Sheet 


As at December 31, 1980 
(stated in thousands of dollars) 


Assets 


Current Assets 
Cash and short-term deposits 


Accounts receivable 
Inventories (Note 2) 
Deposits and prepaid expenses 


investments (Note 3) 
Property, Plant and Equipment, net (Note 4) 
Deferred Charges (Note 5) 


Approved on behalf of the Board 


Mihi po 


Director 


car A 


Director 
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1980 


>» (2690 
2o0/ 119 
127 214 


25 642 


482 665 
291 817 
2 950 741 
41 543 


$3 766 766 


1979 


S 177 308 
195 054 
51 226 


5 706 


429 296 
275 886 
2 668 322 
37 817 


$3 411 321 


Liabilities 


Current Liabilities 
Accounts payable and accrued liabilities 


Portion of long-term debt due within one year 
Income taxes payable 


Long-Term Debt (Note 6) 

Advances on Future Natural Gas Deliveries 
Deferred Income Taxes 

Preferred Shares Issued by a Subsidiary (Note 7) 


Shareholder’s Equity 


Capital (Note 8) 
Preferred shares 


Common shares 
Retained Earnings 


Commitments and Contingent Liability (Note 11) 
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1980 


$ 285 792 
61 668 


347 460 


221 407 
37 187 
581 738 
1 464 375 


423 800 
580 000 


1 003 800 
110 799 
1114 599 


$3 766 766 


1979 


S 193 128 
47 270 
2 840 


243 233 
282 236 
17 296 
425 331 

1 464 375 


343 800 
580 000 


923 800 
55 050 
978 850 


$3 411 321 
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Consolidated Statement of Earnings and 
Retained Earnings 


For the year ended December 31, 1980 
(stated in thousands of dollars) 


1980 1979 
Revenue 
Operating $ 975 398 $ 693 161 
Interest 28 019 29 319 
Equity in earnings of affiliates 16 026 15 580 
Gain (loss) on foreign exchange (408) 1746 
1019 035 739 806 
Expenses 
Operating 463 429 305 888 
Depreciation, depletion and amortization 141 960 128 824 
General and administrative 70 507 48 463 
Interest on long-term debt 22 850 17 626 
Research 1139 515 
699 885 501 316 
Earnings Before Undernoted Items 319 150 238 490 
Gain on Sale of Portion of Investment in the Syncrude Project _ 14 532 
319 150 253 022 
Provision for Income Taxes (Note 9) 
Deferred 156 407 117 879 
Current (943) 4 089 
155 464 121 968 
163 686 131 054 
Minority Interest ~ 5 049 
Net Earnings for Year Before Preferred Share Dividends 
of Subsidiary 163 686 126 005 
Preferred Share Dividends of Subsidiary (Note 7) 107 937 95 846 
Net Earnings for Year After Preferred Share 
Dividends of Subsidiary 55 749 30 159 
Retained Earnings at Beginning of Year 55 050 24 891 
Retained Earnings at End of Year $ 110799 $. 55050 
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Consolidated Statement of Changes in 


Financial Position 


For the year ended December 31, 1980 
(stated in thousands of dollars) 


Sources of Working Capital 
Net earnings for year before preferred share 
dividends of subsidiary 


Add items not affecting working capital 


Working capital provided from operations 

Proceeds from issue of shares 

Advances on future natural gas deliveries 

Proceeds from issue of long-term debt 

Reduction in cash held for investment 

Proceeds from sale of portion of investment in the Syncrude Project 


Uses of Working Capital 
Purchase of property, plant and equipment 


Preferred share dividends paid by subsidiary 
Reduction of long-term debt 

Increase in investments 

Increase in deferred charges 

Acquisition of shares of Pacific Petroleums Ltd. 


Increase (Decrease) in Working Capital 
- Working Capital at Beginning of Year 


_ Working Capital at End of Year 
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1980 


$ 163 686 


293 864 


457 550 
80 000 
19 891 


557 441 


424 379 
107 937 
60 829 
10 163 
4991 


608 299 


(50 858) 


186 063 
$ 135 205 


A919 


126 005 


251 679 


357 684 
146 000 
9 006 
20 000 
749 000 
82 282 


363 972 


—s 


337 979 
95 846 
47 707 
25 076 

4 597 


749 528 


1 260 733 


$ 


103 239 
82 824 


186 063 
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Notes to Consolidated Financial Statements 


December 31, 1980 


(tabular amounts shown in thousands of dollars) 
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Summary of Significant Accounting Policies 


(a) 


Basis of Consolidation 


The consolidated financial statements include the accounts of Petro-Canada and its subsidiary, 
Petro-Canada Exploration Inc. (‘‘PEX’’), and all of its subsidiaries (‘‘the Corporation’). 


The excess of the consideration paid for the shares of subsidiaries over the underlying net book values at 
the dates of acquisition is attributed to the related assets acquired. 


Inventories 
Inventories are valued at the lower of cost and net realizable value. 
Investments 


The Corporation accounts for investments in companies over which it has significant influence on the equity 
method. Other long-term investments are accounted for by the cost method. 


Property, Plant and Equipment 


The Corporation follows the full cost method of accounting for oil and gas properties whereby all costs 
relating to the exploration for and development of oil and gas reserves are capitalized. Such costs include 
those related to lease acquisitions, geological and geophysical activities, carrying charges of non-producing 
properties, drilling both productive and non-productive wells and overhead related to exploration. 


Separate cost centres have been established for non-frontier Canada, each of five Canadian frontier areas 
and each foreign area in which the Corporation has an interest. Costs incurred in non-frontier Canada and 
in producing foreign cost centres are depleted separately on the unit of production method based on 
estimated proven oil and gas reserves. For purposes of calculating depletion, natural gas production and 
reserves are converted to equivalent units of crude oil based on the relative energy content of 

each commodity. 


Annual costs incurred in the other cost centres are amortized on a straight line basis over the period during 
which exploration activity in each cost centre is expected to continue. Where exploration proves to be 
successful, amortization is suspended and the unamortized balance of the cost centre is depleted on the 
unit of production method when production commences. Where exploration proves to be unsuccessful and 
the cost centre is condemned or abandoned, the unamortized balance of that cost centre is charged to 
earnings at that time. 


Costs of property, plant and equipment associated with the Syncrude Project and related leases are 
accumulated in a separate cost centre and are depreciated on the unit of production method. Expenditures 
on other bituminous sands leases are also accumulated in separate cost centres and are amortized, 
depleted or otherwise charged to earnings in accordance with the policy described in the 

preceding paragraph. 


Substantially all of the Corporation’s exploration and production activities related to oil and gas are 
conducted jointly with others. Only the Corporation’s proportionate interest in such activities is reflected in 
the financial statements. 


The interest cost of debt attributable to the construction of major new facilities is capitalized during the 
construction period. 


Depreciation of plant and equipment (except as noted above) is previded on either the unit of production or 
straight line methods as appropriate. Straight line depreciation rates range from 4% to 25%. 
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(e) Deferred Charges 


The Corporation is deferring costs incurred on feasibility studies involving economic evaluation and 
preliminary engineering relating to: 


(i) Production of hydrocarbons from conventional heavy oil deposits 
(ii) Polar Gas Project 
(iii) Arctic Liquefied Natural Gas Project 
(iv) Other — transportation and refining 


When production or commercial activity of a particular project commences the applicable expenditures are 
transferred to Property, Plant and Equipment and are charged to earnings based on the estimated useful 
life of the project. In the event that a decision is made not to proceed with a particular project, all 
associated costs are charged to earnings at that time. 


The costs of the Polar Gas Project relate to feasibility studies in connection with a gas transmission system 
from the Arctic Islands to Eastern Canada. Under the participation agreement, subject to the project's 
feasibility and approval by the necessary regulatory authorities, the participants shall be entitled to have the 
costs they have incurred treated as an equity investment in a company incorporated to construct and 
operate the transmission facilities, or be reimbursed out of any financing of such company. 


Certain costs relating to the Corporation’s marketing program are deferred and amortized on a straight line 
basis over five years. 


Debt issue expense is amortized on a straight line basis over the life of the debt. The amortization is 
included with interest on long-term debt in the consolidated statement of earnings and retained earnings. 


(f) Research Costs 
Research costs are charged against earnings as incurred. 

(g) Income Taxes 
The Corporation makes full provision for income taxes deferred as the result of claiming tax depreciation, 
exploration, development and other costs which exceed the related amounts charged to expense in the 
financial statements. 

(h) Translation of Foreign Currency 
Current assets and current liabilities are translated at the rate of exchange in effect at the close of the year. 
The resulting gains and losses are included in earnings. Long-term assets, liabilities and preferred shares 
issued by a subsidiary are translated at rates in effect at the dates the assets were acquired, the 
obligations incurred or the capital stock issued. Revenue and expense items are translated at the average 
rates in effect during the year with the exception of depletion, depreciation and amortization which reflect 
rates in effect when the assets were acquired. 

Inventories 

Inventories consist of: 1980 199 

POI CMIde Ol. 2 $ 51 356 $ — 

Domestic crude oil, refined products and merchandise ..............:::::eseeeeeseerees 43 796 20 U22 

Materials and SUDDIIES «i 32 062 26 206 


$127 214 = 51 228 
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Investments 
The Corporation’s investments consists of: 


1980 1979 
At equity 
Westcoast Transmission Company Limited ...........cccccccesssecerecensecesenenersecens $163 012 $157 516 
Panarctic OS Lid. a 117 598 108 553 
Pacific Norinem Gas lid). oe 2 559 2 287 
Other, al COSt.. 8 648 7520 
$291 817 $275 886 


Westcoast Transmission Company Limited 


At December 31, 1980, the Corporation held 35.2% of the total outstanding common shares of Westcoast 
Transmission Company Limited. Westcoast has reserved common shares for issuance to holders of share 
options and share purchase warrants which, if issued, would reduce the Corporation’s interest to 31.1%. 


The value assigned to the investment in Westcoast exceeds the underlying net book value at the dates of 
acquisition by $33 388 000. This excess is being amortized over the estimated useful lives of the underlying 
assets to which it is attributed by charges against the Corporation’s share of Westcoast’s net earnings. 


Westcoast is a regulated utility and is subject to regulatory directives which may change the components of the 
cost of service. Changes resulting from such directives do not have a direct effect on net earnings due to rate 
of return on rate base considerations which are also taken into account in the regulatory process. 


At December 31, 1980, the quoted market value of the Corporation’s investment in Westcoast was 
$189 333 000 (1979 - $184 560 000). 


Panarctic Oils Ltd. 


At December 31, 1980, the Corporation held approximately 45% of the issued common shares of Panarctic 
Oils Ltd. These shares are not traded on the open market and therefore do not have a quoted market value. The 
activities of Panarctic are in the exploratory stage and all expenses less sundry income have been capitalized; 
the company is deemed not to have earned a profit or sustained a loss. The Corporation is committed to 
expenditures of approximately $6 000 000 in connection with the ongoing financing of Panarctic. 
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Property, Plant and Equipment 
Property, plant and equipment consists of: 


Cost 

Oil and gas 

Canada 

-—-non-frontier areas... 0... ee, $2 205 664 

—-froniler areas. ...... 2... 376 338 

roreinn... 93 881 
Bituminous sands 

— Syncrude Project and relatedleases.......... 293 135 

— Other bituminous sands leases and 

expenditures thereon... 2... ee, 41 639 

Relining and marketing ...................0...33 61 742 
Naitralgastiquids....... -.. a, 128 077 
Pipelines, and other property andequipment....... : 89 790 


$3 290 266 $339 525* 


1980 
Accumulated 
Depreciation, 
Depletion and 


Amortization 


$229 371 
58 510 
9 987 


10 273 


6 301 
7 776 
6 827 
10 480 


Net 


$1 976 293 
317 828 
83 894 


282 862 


35 338 
53 966 
121 250 
79 310 


$2 950 741 


1979 


Net 


$1 850 057 
214 185 
67 866 


280 427 


19 603 
44 816 
125 Sid 
65 793 


$2 668 322 


*consists of depreciation — $56 464 000, depletion — $207 396 O00 and amortization — $75 665 000 (at December 37, 


1979 — $26 998 000, $127 670 000 and $44 411 000 respectively). 


Deferred Charges 
Deferred charges consist of: 


At cost 


Heavy oil projects......... Se 
Polar Gasrroiec:. 
Arctic Liquetied Natural Gas Project... a 
Oifer.. = a 


Net of amortization 


bepiexpense. 
MarketngpiogiIam:. . ke 
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1980 


$ 7090 
15 372 
10 899 

6 631 


434 
L117 


$ 41543 


1979 


$ 12647 
13 501 

7 502 

3 582 


585 


$ 37 817 


Long-Term Debt 
Long-term debt consists of: 


Maturity 1980 109 
In Canadian dollars 

Bank income Debeniures... 1983 $140000 $180 000 
6.25% - 14.45% moroades ...... 4. 0... 1985 1 549 1 640 
Other long-term debt, non-interest bearing................. 1987 2 800 3 200 

In United States dollars 
9% unsecured notes ($60 000 000 US)........ . 1996 71116 71 078 
8.45% unsecured notes ($30 000 000 US) ................ 1987 35 539 35 539 
5.25% unsecured notes ($22 100 000 US)... 1985 26 351 30 817 
5.75% -6.25% morigages($3 (64 000US)............... 1988 4 485 5 096 
6.5% secured notes ($9//7 OOOUS)..... =. 1982 1205 2 136 
283 075 329 506 
Less portion due withinone year... 6. 61 668 47 270 


$221 407 $282 236 


Bank Income Debentures 


The Bank Income Debentures are held by a Canadian chartered bank and bear interest at approximately 50% 
(1979 — 52%) of the bank’s prime lending rate as announced from time to time. No deduction is allowed 
under the Income Tax Act for interest expense relating to the Bank Income Debentures (Note 9). 


While the Bank Income Debentures are not secured by any charge against the assets of the Corporation, there 
are certain restrictions with respect to the disposition or encumbrance of the investment by the Corporation in 
PEX. 


Repayment of long-term debt 


Annual repayments of the 9% and 8.45% unsecured notes will commence in 1981 and 1982 respectively. All 
the other issues are currently subject to minimum annual repayments. 


The repayment of long-term debt in each of the next five years is as follows: 


1981 — $61 668 000 1982 — $66 353 000 1983 — $56 406 000 
1984 — $16 338 000 1985 — $16 127 000 


Preferred Shares Issued by a Subsidiary 


The preferred shares issued by PEX consist of 12 500 000 floating rate, cumulative, redeemable, non-voting, 
preferred shares issued at $100 US per share to a group of Canadian chartered banks. 


The shares are redeemable, at the option of PEX, at $100 US per share, plus accrued dividends except that to 
the extent shares in excess of 3 125 000 are redeemed prior to November 10, 1981, such excess shares are 
redeemable at a premium of $2 US per share. 


Cumulative dividends, payable quarterly, are based on a percentage of, at the option of PEX, either the United 
States Base Rates, or the London Inter-Bank Offered Rates of the banks. At December 31, 1980, the dividend 
rate was approximately 10% per annum. 


Under the terms of an agreement between the banks and the Corporation, in the event that PEX does not 
exercise its option to redeem the shares over a ten year period beginning December 31, 1983, or in the event 
of certain occurrences under the provisions of the agreement, the banks have the option to require the 
Corporation to purchase the shares at $100 US per share, plus accrued dividends. 
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Capital 
Authorized 
The initial authorized capital of the Corporation was $500 million divided into 100 common shares of the par 


value of $5 million each. This was increased to 116 common shares on the acquisition of the capital stock of 
Panarctic Oils Ltd. previously owned by the Government of Canada. 


Pursuant to the Petro-Canada Act, and subject to certain conditions and limitations as to the aggregate amount, 
the authorized capital of the Corporation is increased by the issue of preferred shares. Accordingly, at any time, 
the authorized and issued preferred shares are identical. The preferred shares have a par value of $1 each, are 
redeemable at par at the option of the Corporation, carry no stated rate of dividend and are non-cumulative. 


Issued (to the Government of Canada) 


1980 1979 
Number of Number of 

Shares Consideration Shares Consideration 
Common Shares 
Balance at beginning ofyear ........... 116 $580 000 88 $440 000 
POrCGaSD = 6.32 se: Oe = _ 28 140 000 
Balance at endofyear................. 116 $580 000 116 $580 000 
Preferred Shares 
Balance at beginning ofyear ........... 343 799 853 $343 800 337 799853 $337 800 
POlCas) 80 000 000 80 000 6 000 000 6 000 
Balance at endofyear................. 423 799 853 $423 800 343 799 853 = $343 800 
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Income Taxes 


The provision for income taxes of $155 464 000 (1979 — $121 968 000) represents an effective rate of 48.8% 
(1979 — 48.2%) on earnings before income taxes of $319 150 000 (1979 — $253 022 000). The provision 
has been computed as follows: 


1980 1979 
Earnings before income taxes... $319 150 $253 022 
Add (deduct) 
Royalties and other payments to Provincial Governments .............. 213 231 227 020 
Federal allowances 
Resource allowance,......... 4... (132 791) (123 288) 
Taxdepletion. «0 ....0. 0 (94 730) (77 978) 
Frontier exploration allowances... (5 198) (28 603) 
Non-deductible interest on Bank Income Debentures (Note 6)........... 12 879 13.385 
Non-taxable portion of Capitalgains............................ (39) (14 966) 
Amortization of excess of attributed value over peek value of 
assets acquired on purchase of subsidiary companies............... 48 520 63 141 
Equity inearnings ot affiliates... (16 026) (15 580) 
Other... 6 (4 326) (662) 
340 670 295 491 
Combined Canadian Federal and Provincial income tax at 48.8% 
(1979 47%)... 3 166 247 138 881 
Deduct tax rebates and credits 
Provincial incometaxrebateplans....... .... .4....... (10 783) (13 327) 
Federal investment tax credil ...........2................... 2... _ (3 586) 
Provision for income taxes... $155 464 $121 968 


Comparative Figures 


Certain reclassifications have been made to the 1979 comparative figures to conform with the current 
year’s presentation. 


Al. 


Commitments and Contingent Liability 
Commitments 


In addition to commitments incurred in the ordinary course of business the Corporation has, at December 31, 
1980, the following undertakings: 


(a) The Corporation has entered into an agreement to participate in the construction of a new Calgary office 
complex and has also entered into an agreement to participate in the construction of an offshore drilling 
vessel. These projects will require a commitment by the Corporation of approximately $183 600 000, which 
is expected to be financed by mortgage borrowings. In addition the Corporation has agreed to enter into 
long-term leases with respect to the use of the offshore drilling vessel and the occupancy of the 
office complex. 


(b) The Corporation has leased certain offshore drilling vessels for periods of one to four years. The lease 
rentals will amount to approximately: 1981 — $65 800 000, 1982 — $123 000 000, 1983 — $96 700 000 
and 1984 — $65 200 000. These vessels will be used by the Corporation in exploration projects carried out 
during the Canadian drilling season and the lease rentals will be shared with other participating companies. 
Further it is planned to sublease the drilling vessels while they are not being used in such projects. 


(c) The Corporation is a participant in a project operated by Syncrude Canada Ltd. to produce synthetic crude 
oil from the Athabasca Oil Sands. Associated with the Syncrude Project are facilities which are not owned 
by the participants, consisting of a steam and electricity generating plant, a field gas supply pipeline and a 
pipeline to transport plant product to Edmonton. The Corporation, together with the other participants, has 
minimum usage commitments relating to these facilities. 


Contingent liability 


On January 9, 1980 Atlantic Richfield Company served the Corporation and PEX with a Statement of Claim 
requesting that the Corporation cause PEX to pursue a monetary claim for $12 039 O00 against the 
Government of Saskatchewan with respect to payments made by it under certain Saskatchewan legislation 
(subsequently determined to be unconstitutional) prior to the time the shares of PEX were acquired by the 
Corporation from Atlantic Richfield Company. The Statement of Claim asks the court, inter alia, for certain 
injunctive relief and general damages in the amount of $20 000 000. 


Prior to the service of the Statement of Claim, PEX had executed an assignment and quitclaim agreement with 
the Government of Saskatchewan pursuant to which the payments made under the unconstitutional legislation 
were applied in satisfaction of an assessment under the Oil Well Income Tax Act, 1978 for the same period as 
the payments previously made. 


In the opinion of management, based on the advice of counsel, no provision for the claim is required in the 
accounts of the Corporation. 


t2. 


Segmented Information 


The Corporation operates principally in the following business segments: 


Business Segment Operations 


Natural resources 


gas, field liquids, sulphur, oil sands, coal and minerals. 


Refined oil products 
purchased refined oil products. 


Natural gas liquids 
marketing of the natural gas liquids. 


The financial results of operations by business segment are as follows: 


Natural 

Resources 
Sales to customers... $508 866 
Inter-segment transfers 2.0.0.0. ccccc cee cscccsercoeseencnencars 15 958 
Total Operating REVENUC..............::cecccceeeeeeeeeees 524 824 
Product costs and operating expenses ................... 132 058 
Depreciation, depletion and amortization ............... 125 644 
Total Operating Expenses........-....-cccctescceee sees 257 702 
Operating Profil... $267 122 


Interest InCOMO@... 
Equity in earnings of affiliates .......... eee ee eeees 
Loss on foreign Exchange «... 02 0...6.. ince cees 
General and administrative expenses................00+- 
Interest on long-term debt...............ceccceseeeeeeeeeereeees 
Other expenses 
Provision 1Or inCOMme taxes... 5... 


Net Earnings for Year Before Preferred 
Share Dividends of Subsidiary....................+- 


Refined 
Oil 


Products 


$251 086 
4 306 


255 392 


220 089 
5 036 


220 120 
$ 30 267 
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1980 


Natural 
Gas 


Liquids 


$215 446 


215 446 


131 546 
11 280 


142 826 
$ 72620 


Exploration, development and production activities for crude oil, natural 
Refining crude oil into oil products, distribution and marketing of these and 


Extraction of liquids from natural gas; transportation, distribution and 


Total 


$975 398 


9/5 398" 


463 429* 
141 960 


605 389* 
370 009 


28 019 
16 026 
(408) 
(70 507) 
(22 850) 
(1 139) 


(155 464) 
(206 323) 


$163 686 


Natural 

Resources 
Sales tO CUSIOME!S $391 729 
Inter-Segment transfers .............ccccesesseseeseseenessseees 11308 
Total Operating ReEVenue ............ccccceceeeseeeeeeees 403 087 
Product costs and operating expenses.................. 79 282 
Depreciation, depletion and amortization ............... 120 277 
Total Operating Expenses..............:ccccsccceectereeenes 199 559 
Operating Prot $203 528 


INteFeSTINCOMEG os 
Equity in earnings of affiliates... eee ceeeeeeee 
Gain on foreign Exchange ...............cccceeeensscceeeeeceees 
General and administrative expenses..................... 
Interest On lONG-terM Gebt...........cccccccceecesesnneeecenees 
ORG exXOOnSeS 
Gain on sale of portion of investment in 

the Syncrude Project... ccs, 
Provision for income taxes 0. 
MINOMY INIGIOS! 66 a 


Net Earnings for Year Before Preferred 
Share Dividends of Subsidiary..................0.0.. 


Refined 
Oil 
Products 


$182 308 
13 466 


195 774 


165 393 
3 538 


168 931 
$ 26 843 


*After elimination of inter-segment transfers, which are accounted for at market value. 


1979 


Natural 
Gas 


Liquids 


$119 124 


119 124 


86 037 
5 009 


91 046 
$ 28078 


Total 


$693 161 


693 161* 


305 888* 


128 824 
434 712* 


258 449 


29 319 
15 580 
1 746 
(48 463) 
(17 626) 
(515) 


14532 
(121 968) 
(5 049) 


(132 444) 


$126 005 


The identifiable assets at December 31, and the amount of capital expenditure for the year, by business 


segment, are as follows: 


Identifiable Assets 


1980 
Naturalresources .....-. 2... ee $2 919 403 
Helinedoll products <..... 5. 223 085 
NallialOaSliquidS....... 64.2) ..... ey. 148 550 
Oe 6 A475 728 


$3 766 766 


1979 


$2 598 080 


106 858 
160 117 
546 266 


$3 411 321 


Capital Expenditure 


1980 


$386 016 
17 399 
A212 

34 906 


$439 533 


19/9 


$288 036 
4 220 

41 034 
34 362 


$367 652 


Other identifiable assets include cash and short-term deposits, investments in other companies, general 


corporate assets and miscellaneous corporate ventures. 
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13. Subsequent Event 


Pursuant to an agreement with the majority shareholder of Petrofina Canada Inc., dated February 2, 1981, the 
Corporation has agreed to make an offer to acquire all of the issued and outstanding common shares of 
Petrofina Canada Inc. for an initial aggregate consideration of approximately $1.46 billion. The agreement, 
which is subject to certain conditions, rulings and approvals, provides for the acquisition of not less than 51% 
of the shares in 1981. The balance may be acquired during 1982 and 1983 and the agreement provides for an 
escalation of the purchase price for such shares in recognition of an interest factor. Funds for the acquisition 
will be provided from a combination of government and bank financing. 


Reading the Financial Statements — 
An Introduction 


The following summary of how Petro-Canada reports on its operations is intended to outline the methodology of the 
Corporation’s financial presentation and to assist the reader in a fuller understanding of the data presented in the 
consolidated financial statements. 


The consolidated financial statements presented on pages 28-42 summarize the accounting records of Petro-Canada 
and its subsidiaries. They consist of the balance sheet, the statement of earnings and retained earnings and the 
statement of changes in financial position, together with explanatory notes. 

The Consolidated Balance Sheet 


The balance sheet (pages 28 and 29) is a summary of the Corporation’s assets, liabilities and shareholder's equity at a 
specific date, December 31, 1980, which is the end of the Corporation’s financial year. 


Assets: The assets are classified into four categories: 


Current assets consists of cash and items which are expected to be converted into cash or consumed in operations 
within one year of the balance sheet date; 


Investments represents the Corporation's interest in other companies in which it has an ownership of less than or equal 
to fifty per cent; 


Property, plant and equipment consists mainly of investment in oil and gas properties and related facilities, for use in 
operations. Property, plant and equipment is stated at cost less accumulated depreciation, depletion and amortization 
charged to earnings; 


Deferred charges are costs incurred which represent potential contribution to future revenue and which will be charged 
to earnings in future years. 


Liabilities: The balance sheet classifies liabilities into five categories: 


Current liabilities are amounts owed by the Corporation which are expected to be paid within one year of the balance 
sheet date; 


Long-term debt consists of borrowings from banks and other institutions which are repayable over a period of time 
commencing more than one year after the balance sheet date; 


Advances on future natural gas deliveries represents payments received by the Corporation under the provisions of ‘‘take — 
or pay’’ contracts for undelivered natural gas. The revenue will be included in earnings when the gas is delivered; 
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Deferred income taxes result from deducting certain costs in determining taxable income for a particular year to a 
greater extent than such costs are deducted from income for financial reporting purposes in that year. Typical of such 
costs are exploration expenditures, which may be deducted from income in calculating income taxes payable in the 
year they are spent, but which are deducted from income for financial reporting purposes over a number of years. 
Deferred income taxes is not a liability but rather represents the cumulative amount by which the provisions for income 
taxes reported in the financial statements exceed income taxes currently payable, using the deductions permitted under 
the Income Tax Act; 


Preferred shares issued by a subsidiary consists of shares issued by Petro-Canada Exploration Inc. to a group of 
Canadian chartered banks. 


Shareholder’s equity is the shareholder’s investment in the net assets of the Corporation. The balance sheet 
classifies it into two categories: 


Capital represents payments received from the Government of Canada for purchase of the Corporation’s preferred and 
common shares; 


Retained earnings are the accumulated earnings of the Corporation since incorporation which have been reinvested in 
operations. The computation of retained earnings is shown in the statement of earnings and retained earnings. 
(Page 30) 


The Consolidated Statement of Earnings and Retained Earnings 


Whereas the balance sheet is a record of the financial position of the Corporation at a specific date, December 31, 
1980, the statement of earnings presents the financial results of activities over a twelve month period. The statement 
shows how the earnings (profit) for the year were derived. It identifies the sources of the Corporation's revenue and the 
various Categories of expenses incurred to produce the revenue. It also identifies the provision for income taxes and the 
preferred share dividends paid by Petro-Canada Exploration Inc. In the lower portion of the statement the earnings for 
the year are added to the opening retained earnings, resulting in the retained earnings at the end of the year. This 
amount is included in the shareholder’s equity portion of the balance sheet. 


The Consolidated Statement of Changes in Financial Position 


The statement of changes in financial position (Page 31) identifies the major sources of funds received during the year 
and the uses to which these funds have been put. The Corporation defines ‘‘funds’’ as working capital, which is the 
difference between current assets and current liabilities reflected in the balance sheet. 


The statement commences with the earnings before preferred share dividends of subsidiary, from the statement of 
earnings and retained earnings, to which is added the charges deducted in computing earnings which did not involve an 
outlay of working capital during the current year (eg. depreciation, depletion and amortization, deferred income taxes, 
etc.). This gives the working capital provided from operations. The other sources of working capital are derlved from the 
proceeds of the issue of shares and from advances on future natural gas deliveries. The major uses of working capital 
are deducted from the total sources to determine the change in working capital for the year. To this is added the 
opening working capital, resulting in the working capital at December 31, 1980. 


Notes to Consolidated Financial Statements 


Note 1 (Pages 32 and 33) is a summary of the significant accounting policies followed by the Corporation. This summary 
describes the policies used in preparing the consolidated financial statements: valuation of inventories; accounting for 
investments; capitalizing costs of property, plant and equipment and how these costs are charged against earnings over 
the lives of the assets. The summary also outlines how deferred charges, research costs and i income taxes are 
accounted for and how foreign financial data is translated into Canadian dollars. 


The other notes provide disclosures required in order to comply with generally accepted accounting principles and 
provide additional information and analyses of significant items. 
Comparative Figures 


The balance sheet as at December 31, 1979 and the 1979 results of operations and changes in financial position are 
presented in the financial statements for comparative purposes. 
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Five Year Financial and Operating Summary 


Summary of 
Earnings 

(in thousands 
of dollars) 


Other 
Financial 
Data 


(in thousands 
of dollars) 


Daily 
Production 
(net before 
royalties) 


Proven 
Reserves 
(net before 
royalties) 


Marketing 


Employees 
Notes: 


1980 1979 1978 A97t 
(Note 2) 
Revenue $1 019 035 $ 754 338 $ 205 095 $ 92693 
Expenses 699 885 501 316 128 600 62 280 
319 150 253 022 76 495 30 413 
Deduct: Provision for income 
taxes 155 464 121 968 42 109 20 898 
Minority interest SS — 5.049 ee OO ee 
Net earnings before preferred 
share dividends of subsidiary 163 686 126 005 27 376 9515 
Preferred share dividends of 
subsidiary 107 937 95 846 13 636 _— 
Net earnings after preferred 
share dividends of subsidiary $ 55749 $ 30.159 $ 13740 $ 9515 
Working capital provided from 
operations $ 457 550 $ 357 684 $ 113 168 $ 55884 
Capital expenditures 439 533 367 652 247 304 188 705 
Acquisition of subsidiary 
companies — 749 528 746 861 —_ 
Total assets 3 766 766 3411 321 3 348 913 878 696 
Working capital (deficiency) 135 205 186 063 82 824 (738) 
Long-term debt (Note 3) 283 075 329 506 337 116 214 000 
Preferred shares issued by a 
subsidiary 1 464 375 1 464 375 1 464 375 — 
Shareholder’s equity 1114 599 978 850 802 691 551 148 
Domestic production from oil 
and gas wells 
- Crude oil and natural gas 
liquids (thousands of mé) 9.9 11,1 10.9 4.4 
- Natural Gas (millions of m%) 9.3 11.5 10.7 25 
Synthetic crude oil 
(thousands of m’) 1.5 12 — _ 
Foreign crude oil 
(thousands of m*) 0.2 — _ —_— 
Domestic (Note 4) 
- Crude oil and natural gas 
liquids (millions of ms) 48.7 48.8 51.4 24.1 
- Natural gas (billions of m’) 115.4 107.5 118.9 23.2 
Foreign 
- Crude oil and natural gas 
liquids (millions of m’) 1.0 1.0 1.0 _ 
Sales Volumes (millions of litres) 
- Gasoline and distillates 1 436 1 343 185 _ 
- Natural gas liquids 1219 12t2 246 _ 
Marketing Outlets 407 420 426 —_ 
Number at December 31 2 823 2 246 2 038 649 


1. Certain reclassifications have been made to the figures previously reported for earlier years to reflect 
subsequent changes in reporting presentation. 


2. Financial and operating results are included from August 1, 1976 for Petro-Canada Exploration Inc. 
(formerly Atlantic Richfield Canada Ltd.) and from November 11, 1978 for Pacific Petroleums Ltd. 


3. Long-term debt includes current maturities. 


4. The proven reserves figures do not include synthetic crude oil reserves resulting from the Corporation's 
interest in the Syncrude Project. 
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